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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include  a 
listing  of  all  recommendations  together  with  a  notation  as  to  whether 
the  agency  concurs  or  does  not  concur  with  each  recommendation.   This 
listing  serves  as  a  means  of  summarizing  the  recommendations  contained 
in  the  report  and  the  audited  agency's  reply  thereto  and  also  as  a  ready 
reference  to  the  supporting  comments.   The  full  replies  of  the  Depart- 
ment of  Administration,  the  Secretary  of  State,  and  the  Department  of 
State  Lands  are  included  in  the  back  of  this  report. 

Page 

Implement  procedures  to  provide  agency  financial  state- 
ments on  an  annual  basis  in  accordance  with  generally 
accepted  accounting  principles.  6 

Agency  Reply;  Partially  concur.   See  page  62. 

Prepare  a  plan  for  achieving  the  department's  objective 
of  presenting  statewide  financial  statements  in 
accordance  with  generally  accepted  accounting  principles.       6 

Agency  Reply:   Concur.   See  page  62. 

Determine  the  types  of  reports  needed  on  a  monthly  basis 
to  manage  agencies'  financial  operations  and  prepare 
and  distribute  these  reports  to  all  agencies.  7 

Agency  Reply;  Concur.   See  page  63. 

Upgrade  the  continuing  education  program  to  include  SBAS 
and  accounting  update  courses  for  state  employees  who 
have  agency  fiscal  responsibilities.  10 

Agency  Reply;   Concur.   See  page  63. 

Continue  the  on-site  accounting  assistance  program  for 
every  agency  to  ensure  that  agencies'  accounting  needs 
and  problems  are  addressed.  10 

Agency  Reply:   Concur.   See  page  63. 

Impose  strict  documentation  standards  for  all  journal 

vouchers.  13 

Agency  Reply;   Concur.   See  page  63. 

Document  all  payroll  changes  in  the  employees'  personnel 

files.  13 

Agency  Reply:   Concur.   See  page  64. 
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Periodically  review  employee  leave  records  for  completeness 

and  mathematical  accuracy.  15 

Agency  Reply;   Concur.   See  page  64. 

Limit  vacation  carryover  in  accordance  with  Section  59- 

1002,  R.C.M.  1947.  15 

Agency  Reply:   Concur.   See  page  64. 

Comply  with  Management  Memo  1-75-17A  in  recording  compensa- 
tory time.  15 

Agency  Reply;   Concur.   See  page  64. 

Allocate  employee  salaries  to  the  program  or  agency  for 

which  the  services  are  performed.  16 

Agency  Reply;  Partially  concur.   See  page  64. 

Require  appropriate  written  approval  on  all  invoices 

before  payment.  18 

Agency  Reply;   Concur.   See  page  65. 

Require  original  invoices  for  payment  when  practicable 
and  document  reasons  for  accepting  invoices  other  than 
the  originals.  18 

Agency  Reply;  Partially  concur.   See  page  65. 

Review  utility  bills  on  a  test  basis  for  proper  rates  and 

usage.  19 

Agency  Reply;   Concur.   See  page  66. 

Supply  each  agency  with  detailed  monthly  listings  of 

telephone  and  equipment  changes  for  verification.  19 

Agency  Reply:   Partially  concur.   See  page  66. 

Clarify  its  authority  to  pay  the  travel  expenses  of 

sheriffs  transporting  prisoners  to  the  state  prison.  21 

Agency  Reply;   Concur.   See  page  66. 

Carefully  review  all  claims  for  the  transportation  and 

extradition  of  prisoners.  21 

Agency  Reply:   Concur.   See  page  66. 
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Cease  paying  for  additional  guards  except  when  specifically 

authorized  in  extradition  proceedings.  21 

Agency  Reply;  Concur.   See  page  66. 
Directly  reimburse  counties  for  sheriffs'  travel  expenses.       21 

Agency  Reply;   Do  not  concur.   See  page  66. 
Correct  weaknesses  in  its  cash  receipt  procedures.  23 

Agency  Reply;   Concur.   See  page  67. 
Cancel  duplicate  state  warrants  as  soon  as  possible.  23 

Agency  Reply;   Concur.   See  page  67. 

Prepare  a  sunmary  listing  of  all  insurance  coverage  for 
the  state  of  Montana  to  provide  a  means  of  evaluating 
the  state's  insurance  coverage.  26 

Agency  Reply;  Partially  concur.   See  page  67. 

Promptly  deposit  insurance  reimbursement  checks.  26 

Agency  Reply;   Concur.   See  page  67. 

Study  the  procedures  required  to  exclude  sick  pay  from 
FICA  and  FUTA  taxes  and,  if  justified,  prepare  proposed 
legislation.  28 

Agency  Reply;   Concur.   See  page  68. 

Correct  all  errors  in  accounts  receivable  on  a  timely 

basis.  28 

Agency  Reply;  Concur.   See  page  68. 

Transfer  uncollectible  receivables  to  the  Department  of 

Revenue  for  collection.  28 

Agency  Reply;   Concur.   See  page  68. 

Comply  with  Management  Memo  70-17  and  establish  adequate 

property  accountability.  29 

Agency  Reply;   Concur.   See  page  69. 
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Dispose  of  idle  equipment  in  accordance  with  Section  82- 

1914,  R.C.M.  1947.  30 

Agency  Reply:  Concur.   See  page  69. 

That  the  Department  of  Administration,  in  conjunction 
with  the  Secretary  of  State  and  the  Department  of  State 
Lands,  study  the  feasibility  of  centralizing  the  owner- 
ship records  of  state  lands  with  the  Department  of  State 
Lands  and,  if  appropriate,  seek  legislation  to  that 
effect.  32 

Agency  Reply:   Concur.   See  page  69. 

Secretary  of  State  Reply;  Concur.   See  page  72. 

Department  of  State  Lands  Reply:  Concur.   See  page  73. 

Establish  physical  and  accounting  controls  over  inventory 

of  supplies  used  in  enterprise  operations.  33 

Agency  Reply;  Partially  concur.   See  page  69. 

Develop  a  system  to  properly  account  for  intragovernmental 

service  funds.  '      35 

Agency  Reply:  Partially  concur.   See  page  69. 

Review  revolving  fund  charges  and  cash  balances,  and  reduce 

them  where  they  are  excessive.  36 

Agency  Reply;   Partially  concur.   See  page  70. 

Transfer  all  excess  collections  from  the  long-range  building 

sinking  fund  to  the  general  fund  each  year.  38 

Agency  Reply;   Partially  concur.   See  page  71. 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  combined  Balance  Sheet  of  the  Department  of 
Administration  as  of  June  30,  1976,  and  the  related  statements  of 
operation  listed  in  the  table  of  contents  of  this  report  for  the  year 
then  ended.   Our  examination  was  made  in  accordance  with  generally 
accepted  auditing  standards  and  with  the  requirements  set  forth  In 
"Audit  Guide  and  Standards  for  Revenue  Sharing  Recipients"  issued  by  the 
Office  of  Revenue  Sharing,  U.S.  Department  of  the  Treasury.   Our  examin- 
ation included  such  tests  of  the  accounting  records  as  we  considered 
necessary  in  the  circumstances. 

As  described  in  Note  6,  notes  to  the  financial  statements,  the 
Statement  of  Revenue,  Appropriations,  Expenditures  and  Balances  for 
Revenue  Sharing  and  Revenue  Sharing  Capital  Construction  Funds  are 
prepared  in  accordance  with  the  requirements  of  the  grantor  and  are  not 
in  accordance  with  generally  accepted  accounting  principles.   These 
statements  are  prepared  solely  for  filing  with  the  grantor. 

As  described  in  Note  7,  notes  to  the  financial  statements,  the 
state  of  Montana  does  not  maintain  a  long-term  debt  group  of  accounts; 
consequently,  the  Statement  of  General  Obligation  and  Long-Range  Building 
Program  Bonds  is  not  presented  in  accordance  with  generally  accepted 


accounting  principles.   The  information  presented  was  prepared  from 
memoranda  records  at  the  Department  of  Administration  and  the  Office  of 
the  State  Treasurer  and  is  not  in  a  format  prescribed  by  generally 
accepted  accounting  principles.   This  statement  includes  only  that  state 
debt  which  is  directly  administered  by  the  department.   Total  state  debt 
at  June  30,  1976  was  $84,785,956. 

As  more  fully  described  in  the  notes  to  the  financial  statements, 
the  Department  of  Administration  uses  numerous  accounting  entities  and 
funds  within  the  state  treasury  structure  to  account  for  its  operations. 
The  department  also  administers  numerous  accounting  entitles  and  the 
entire  general  fund,  with  varying  degrees  of  control  over  the  receipts, 
expenditures  and  transactions  in  those  accounting  entitles  and  funds. 
The  department  may  have  expenditure  authority  in  certain  funds;  however, 
the  revenue  may  be  earned  and  deposited  by  another  state  agency. 
Conversely,  as  with  revenue  sharing  money,  the  department  receives  and 
records  the  revenue,  but  many  expenditures  are  made  by  other  agencies. 
Consequently,  we  did  not  audit  the  accounts  "Available  to  Pay  Stale 
Dated  Warrants"  and  "Reserve  for  Stale  Dated  Warrants"  presented  in  the 
combined  Balance  Sheet;  we  did  not  audit  "Accounting  Entity  Transfers" 
or  "Expenditures  by  Other  Agencies,"  on  the  statement  of  changes  in  fund 
balances;  we  did  not  audit  expenditures  made  by  the  Warm  Springs  State 
Hospital  shown  on  the  Statement  of  Revenue,  Appropriations,  Expenditures 
and  Balances  for  Revenue  Sharing  Funds.   The  amounts  presented  in  the 
combined  balance  sheet  as  Investments  and  Unaccumulated  Bond  Discount 
and  in  the  Statement  of  Revenue  and  Income  Compared  to  Estimates  as 
Investment  Earnings  were  examined  by  other  auditors  whose  report  thereon 
has  been  furnished  to  us,  and  our  opinion  expressed  herein,  insofar  as 


it  relates  to  these  amounts,  is  based  solely  upon  the  report  of  the 
other  auditors. 

Accrued  support  expenditures  presented  on  the  Balance  Sheet  for  all 
funds  contain  several  errors.   Accrued  support  expenditures  from  the 
general  fund  are  overstated  by  $72,138  at  June  30,  1976.   Accrued 
support  expenditures  in  the  revolving  fund  are  overstated  by  $33,702  at 
June  30,  1976.   Balances  at  the  beginning  of  the  year  were  also  misstated. 
The  improper  reporting  of  these  liabilities  resulted  in  the  overstatement 
of  general  fund  expenditures  in  the  educational  television  program  of 
$81,552  for  the  fiscal  year  ending  June  30,  1976. 

The  Department  of  Administration  has  not  maintained  a  record  of  its 
general  fixed  assets,  and  accordingly,  a  statement  of  general  fixed 
assets,  required  by  generally  accepted  accounting  principles,  is  not 
included  in  the  financial  report. 

As  more  fully  described  in  the  notes  to  the  financial  statements, 
certain  of  the  programs  and  entities  in  the  revolving  fund  are  intra- 
governmental  service  funds.   Generally  accepted  accounting  principles 
prescribe  specific  accounting  treatment  for  these  funds,  including  full 
accrual  of  income,  recording  of  assets  and  associated  depreciation,  and 
recording  of  indirect  and  overhead  costs.   The  state's  accounting  records 
do  not  accumulate  this  information;  consequently.  Statements  of  Operations 
for  Intragovernmental  Service  Funds,  which  are  required  by  generally 
accepted  accounting  principles,  are  not  presented. 

Except  for  the  matters  discussed  in  the  preceding  paragraphs,  the 
financial  statements  listed  in  the  table  of  contents  fairly  present  the 
financial  position  of  the  Department  of  Administration  at  June  30,  1976 
and  the  results  of  its  operations  for  the  year  then  ended  in  accordance 


with  generally  accepted  accounting  principles  applied  on  a  basis  consis- 
tent with  the  preceding  year. 

Except  for  the  matters  discussed  in  the  preceding  paragraphs,  the 
Statements  of  Revenue,  Appropriations,  Expenditures  and  Balances  for 
Revenue  Sharing  Funds  and  the  Statement  of  General  Obligation  and  Long- 
Range  Building  Program  Bonds  fairly  present  the  information  contained 
therein  on  a  basis  consistent  with  that  of  the  preceding  year. 

The  accompanying  Statements  of  Changes  in  Fund  Balances  for  the 
General  Services  and  Data  Processing  Divisions  are  not  necessary  for 
fair  presentation  of  the  department's  financial  statements  but  are 
presented  as  supplemental  information.   This  information  has  been 
subjected  to  the  same  tests  and  other  auditing  procedures  applied  in 
our  examination  of  the  department's  financial  statements,  and  in  our 
opinion,  are  fairly  stated  in  all  material  respects  in  relation  to  the 
financial  statements  taken  as  a  whole,  except  as  described  in  paragraph 
seven  of  this  report  relating  to  intragovernmental  service  funds. 

Respectfully  submitted. 


Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 


June  24,  1977 


COMMENTS 
GENERAL 

The  Department  of  Administration  is  one  of  19  state  departments 
created  under  the  Executive  Reorganization  Act  of  1971.   Formerly  called 
the  State  Controller's  Office,  the  department  is  headed  by  a  director 
who  is  appointed  by  the  Governor  and  confirmed  by  the  Senate.   The 
department  is  comprised  of  16  major  divisions.   In  addition,  eight 
state  agencies  are  attached  for  administrative  purposes  only.   The 
department  currently  employs  approximately  355  full-time  employees,  and 
the  attached  agencies  employ  an  additional  72  full-time  employees. 

The  department  provides  centralized  services  for  state  agencies  in 
the  following  areas:  accounting  and  financial  control;  banking,  through 
the  state  treasury  system;  capitol  complex  grounds  maintenance  and 
security;  telephone,  radio  and  microwave  communications;  administration 
of  the  state  building  program;  building  codes  regulation;  data  processing; 
Investment  of  state  funds;  insurance  coverage;  personnel  management  and 
labor  relations;  purchasing;  space  allocation;  duplicating,  mail  and 
messenger  service;  management  systems;  records  management;  adminis- 
tration of  the  state  retirement  systems;  and  surplus  property. 

The  department  also  provides  payments  to  sheriffs  for  the  transpor- 
tation and  extradition  of  prisoners,  provides  reimbursement  for  grand 
jury  expenses,  and  supervises  and  makes  payments  for  the  long  range 
building  bonds.   As  of  July  1,  1977  the  state  Board  of  Housing  is  also 
Included  in  the  department. 

The  organization  chart  in  the  Appendix  of  this  report  (page  59) 
illustrates  the  structure  and  functions  of  the  department. 
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Separate  audit  reports  have  been  issued  on  agencies  attached  to  the 
department  and  the  Architecture  and  Engineering,  Investments,  Treasury, 
Information  Systems,  and  Computer  Services  Divisions.   Audit  reports 
relating  to  administratively  attached  agencies  are:   State  Tax  Appeal 
Board,  December  1976;  Board  of  Examiners,  November  1976;  Public  Employees' 
Retirement  System,  February  1977;  Teachers'  Retirement  System,  February 
1977;  Public  Employees'  Retirement  System  Administrative  Expenses  and 
Volunteer  Firemen's  Fund,  July  1977;  Teachers'  Retirement  System  Adminis- 
trative Expenses,  July  1977;  Merit  System  Bureau,  July  1977.   We  also 
audited  the  Workers'  Compensation  Court,  but  we  did  not  issue  a  separate 
report  on  its  operations.   The  Housing  Division  was  not  a  part  of  the 
Department  of  Administration  during  our  audit  period,  and  we  did  not 
audit  its  operations  for  fiscal  year  1975-76. 
MONTANA  FINANCIAL  REPORTS 

Financial  statements  of  any  governmental  unit  are  of  interest  to 
both  elected  officials  and  to  the  public.   Financial  statements  provide 
the  results  of  financial  operations  for  elected  officials  and  management 
to  measure  compliance  with  legal  provisions,  budgetary  restrictions  and 
the  efficiency  of  governmental  units. 

The  general  public  uses  governmental  financial  statements  to  deter- 
mine the  cost  of  services  and  the  sources  and  adequacy  of  revenue  funding 
those  services.   The  general  public  also  uses  financial  statements  to 
measure  the  efficiency  and  growth  of  government  from  year  to  year. 
Investors  use  governmental  financial  statements  as  a  basis  for  apprais- 
ing existing  debt  and  analyzing  the  credit  of  a  unit  of  government. 
Financial  statement  users  need  uniform,  understandable  financial  information. 
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The  Department  of  Administration  published  the  first  Montana 
Financial  Report  on  fiscal  year  1971-72  operations.   A  large  portion  of 
this  report  was  manually  prepared  from  single  entry  records  maintained 
by  the  Department  of  Administration.   Since  that  time,  the  department 
has  made  significant  advancements  with  respect  to  the  state's  financial 
accountability . 

Currently  the  department  provides  financial  information  for  all 
state  agencies  and  universities  in  its  Montana  Financial  Report,  which 
is  largely  computer  generated.   The  Department  of  Administration's 
financial  report  includes  expenditures  by  agency  and  program,  revenues, 
balance  sheets,  and  statements  of  changes  in  fund  balances  by  accounting 
entity.   However,  the  Montana  Financial  Report  does  not  conform  to 
generally  accepted  accounting  principles  in  certain  important  respects. 

Generally  accepted  accounting  principles  require  certain  accounting 
and  reporting  practices  for  financial  statements  to  provide  understand- 
able and  comparable  financial  statements.   Generally  accepted  accounting 
principles  for  governmental  units  require  that  the  financial  statements 
of  each  fund  include  a  balance  sheet,  statement  of  revenue  and  expendi- 
tures and  a  statement  of  changes  in  fund  balance.   These  requirements 
are  similar  to  the  requirements  for  private  businesses  and  result  in  a 
basis  for  preparation  and  use  of  comparable  financial  statements. 

Current  accounting  and  legislative  trends  indicate  a  necessity  for 
combined  statewide  financial  statements.   The  American  Institute  of 
Certified  Public  Accountants  audit  guide  for  state  and  local  governments 
requires  that  financial  statements  be  prepared  for  the  governmental 
unit.   Because  the  state  of  Montana  enters  into  contracts  with  the 
federal  government,  the  state  rather  than  individual  state  agencies. 
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takes  the  form  of  the  governmental  unit.   Similarly,  the  trend  toward 
general  state  debt  indicates  that  the  state  is  the  governmental  unit. 

Federal  revenue  sharing  guidelines  now  require  audits  of  the  state's 
financial  statements  in  accordance  with  generally  accepted  auditing 
standards  at  least  once  every  three  years.   The  Municipal  Finance  Officers' 
Association,  the  foremost  organization  of  chief  financial  officers  of 
state  and  local  governments  in  the  United  States  and  Canada,  specifies 
combined  financial  statements  as  the  number  one  point  to  be  considered 
in  preparing  financial  reports  in  conformance  with  generally  accepted 
accounting  principles. 

While  the  most  recent  Montana  Financial  Report  includes  much  of  the 
information  required  to  conform  with  generally  accepted  accounting 
principles,  certain  information  is  not  included,  and  other  information 
should  be  reformatted. 

A  combined  balance  sheet  of  a  governmental  unit  displays  in  adjacent 
columns  the  separate  balance  sheets  of  individual  funds,  groups  of  funds 
or  account  groups  of  a  governmental  unit.  When  a  combined  balance  sheet 
includes  funds  with  accounts  which  are  not  similar  in  nature,  additional 
separate  balance  sheets  of  respective  classes  or  types  of  accounts 
within  a  fund  would  also  be  required  in  order  to  present  financial 
position  in  conformance  with  generally  accepted  accounting  principles. 
A  combined  statement  of  revenues  and  expenditures  of  general  and  special 
revenue  funds  may  be  presented  since  revenue  and  expenditures  are 
generally  of  a  homogeneous  nature. 

Providing  statewide  financial  statements  in  accordance  with  gener- 
ally accepted  accounting  principles  (GAAP)  should  be  one  of  the  state's 
primary  objectives  in  assuring  financial  accountability.   In  order  for 


the  state  to  present  statewide  financial  statements  in  accordance  with 
GAAP,  the  department  must  provide  the  following  information  in  its 
financial  report: 

— A  balance  sheet,  a  statement  of  revenues  and  expenditures,  and  a 
statement  of  changes  in  fund  balance  on  a  fund  basis. 

— A  statement  of  general  fixed  assets. 

— A  distinction  between  enterprise  funds  and  intragovernmental 
service  funds. 

— Adequate  footnote  disclosure. 

Presenting  statewide  financial  statements  in  accordance  with  GAAP 
will  require  significant  effort.   Because  of  this,  the  department  should 
prepare  a  plan  indicating  its  expected  implementation  of  procedures 
necessary  to  present  statewide  financial  statements  in  accordance  with 
generally  accepted  accounting  principles.   The  department  should  also 
provide  computer  generated  financial  statements  in  accordance  with 
generally  accepted  accounting  principles  for  each  agency  on  an  annual 
basis.  This  would  facilitate  certification  of  each  agency's  financial 
statements  and  should  lead  to  statewide  financial  statements  which  can 
be  certified  as  complying  with  generally  accepted  accounting  principles. 

Preparation  of  agency  financial  statements  will  also  provide  the 
public  and  the  legislature  needed  information  about  each  agency's  opera- 
tions. At  the  present  time  hundreds  of  man-hours  are  spent  annually  by 
this  office  and  agency  personnel  in  preparing  agency  financial  state- 
ments.  The  department  should  be  able  to  automate  this  process  and 
achieve  a  significant  savings  for  the  state. 
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RECOMMENDATION 

We  reaoimend  that  the  department: 

1.  Implement  procedures  to  provide  agency  financial  state- 
ments on  an  annual  basis  in  accordance  with  generally 
accepted  accounting  principles. 

2.  Prepare  a  plan  for  achieving  the  department's  objective 
of  presenting  statewide  financial  statements  in  accordance 
with  generally  accepted  accounting  principles. 

MANAGEMENT  REPORTS 

Each  month  the  Department  of  Administration  prepares  and  distributes 
Statewide  Budgeting  and  Accounting  System  (SBAS)  financial  reports  to 
state  agencies.   These  financial  reports  provide  a  detailed  transaction 
record  by  program  and  by  accounting  entity,  but  they  do  not  include 
agency  management  reports  in  a  capsulized  form. 

Certain  agencies  prepare  their  own  management  reports  from  the 
numerous  SBAS  forms  to  present  understandable  reports  to  boards,  com- 
missions, and  the  legislature.   Other  agencies  do  not  prepare  management 
reports  on  a  regular  basis — in  some  cases  causing  a  loss  of  management 
control  over  the  agencies'  operations. 

SBAS  should  generate  monthly  agency  financial  management  reports  in 
a  capsulized  form  to  provide  agency  management  understandable  and 
usable  reports  of  the  agency's  financial  activity  and  account  balances. 
Monthly  financial  management  reports  would  provide  a  basis  for  monthly 
comparison  of  financial  activity  by  agency  managers  and  accountants. 
From  these  reports  management  could  identify  non-standard  changes  in 
revenue  or  expenditure  levels  or  asset  values  and  investigate  the 
supporting  detail  for  such  changes. 


Because  many  managers  have  never  received  adequate  financial  reports 
in  summary  form,  they  are  unaware  of  the  potential  for  improving  manage- 
ment of  their  agencies  by  use  of  management  reports.  The  department 
should  work  with  agency  managers  and  accountants  to  determine  the  types 
of  monthly  reports  which  would  be  useful  for  managing  agencies'  financial 
operations. 

RECOMMEWATION 

We  veoorrmend  that  the  depcoctment  determine  the  types  of  reports 
needed  on  a  monthly  basis  to  manage  agencies  '  finanaial  operations 
and  prepare  and  distribute  these  reports  to  all  agencies. 
UNDERSTANDING  SBAS 

A  March  1976  Arthur  Andersen  and  Company  study  of  SBAS  for  use  by 
the  university  system  indicates  that  users  of  the  SBAS  system  generally 
do  not  understand  the  capabilities  or  limitations  of  SBAS.   This  report 
cites  the  complexity  of  the  system  and  complex  user  documentation  as 
reasons  for  this  lack  of  user  understanding. 

An  additional  reason  users  do  not  understand  the  system  is  that 
many  user  agencies  do  not  have  full-time  professional  accountants. 
Small  agencies  do  not  have  the  volume  of  accounting  activities  to  justify 
such  positions.  As  a  result,  clerks  or  secretaries  are  called  upon  to 
provide  input  and  output  controls  for  SBAS  without  a  general  accounting 
background  or  SBAS  training. 

The  Department  of  Administration  recognized  this  problem  several 
years  ago  and  provided  SBAS  training  to  state  agency  personnel.  However, 
these  training  sessions  did  not  solve  the  problem.  The  Department  of 
Administration  then  implemented  an  on-site  assistance  program  to  train 
agency  personnel  at  their  request.   This  program  brought  more  favorable 


results  than  SBAS  training  sessions;  however,  many  agencies  would  not 
request  assistance. 

Although  the  Department  of  Administration  provides  some  SBAS 
training  for  state  agency  personnel,  the  state  does  not  have  a  formal 
continuing  education  program  for  employees  who  have  fiscal  responsi- 
bilities.  A  continuing  education  program  which  provides  basic  and 
intermediate  accounting  training  for  employees  using  the  SBAS  system 
would  upgrade  the  state's  accounting.   In  addition,  the  continuing 
education  program  should  include  accounting  update  training  for  pro- 
fessional accountants.   These  individuals  are  responsible  for  inter- 
preting financial  reports  for  agency  management.  They  also  are  respon- 
sible for  preparing  agency  financial  reports  for  public  distribution. 
Many  of  these  employees  are  not  familiar  with  generally  accepted  accounting 
principles  as  they  relate  to  financial  reporting.  The  department  may 
wish  to  implement  such  a  continuing  education  program  with  the  assistance 
of  the  state's  Accounting  Policy  Council  which  was  created  by  the  Governor 
in  Executive  Order  6-77. 

Agency  personnel  have  not  been  adequately  trained  to  recognize 
their  responsibility  for  controlling  SBAS  input  and  the  resulting  output 
reports.   SBAS  training  sessions  have  concentrated  on  coding  forms  and 
understanding  information  contained  in  SBAS  registers  rather  than  training 
user  agency  personnel  on  how  to  (1)  use  SBAS,  to  its  fullest  capacity, 
(2)  control  input  and  output,  and  (3)  understand  the  agency's  responsi- 
bility for  information  reported  on  SBAS.   SBAS  form  coding  and  register 
familiarization  are  important  to  each  agency  clerk  and  accountant; 
however,  the  agency's  role  in  the  statewide  accounting  system  is  equally 
important. 


SBAS  provides  a  uniform  accounting  system  for  state  agencies.   This 
system  provides  electronic  data  processing  facilities  to  post  each 
agency's  transactions  and  to  print  monthly  activity  and  balance  reports. 
The  computer,  data  entry  section  and  computer  programs  are  merely  parts 
of  a  sophisticated  bookkeeping  system.   The  agency  must  provide  controls 
over  source  document  input  and  output  results.   Reports  must  be  reviewed, 
reconciled  and  corrected  by  the  agency  accountant  just  as  if  he  or  she 
had  a  staff  of  several  clerks  hand-posting  ledgers  for  his  or  her  agency 
accounting  system. 

Because  agency  personnel  often  do  not  view  SBAS  output  as  their  own 
and  because  they  do  not  understand  SBAS'  capabilities,  they  maintain 
duplicate  sets  of  hand-kept  records.   In  many  agencies  the  hand-kept 
information  could  be  maintained  by  SBAS  if  agency  personnel  worked 
within  SBAS  rather  than  at  odds  with  it.   In  other  instances,  enhance- 
ments to  SBAS  could  accommodate  agency  needs.   Currently,  many  agencies 
maintain  their  own  sets  of  books  which  they  use  instead  of  SBAS  to 
manage  their  agencies;  therefore,  SBAS  does  not  appear  to  be  a  statewide 
accounting  system. 

Agency  directors  and  division  administrators  must  have  a  general 
understanding  of  the  capabilities,  limitations,  and  report  information 
available  from  the  SBAS  reports  to  adequately  control  the  fiscal  affairs 
for  which  they  are  responsible.  To  remedy  this  situation,  the  Department 
of  Administration  should  provide  on-site  assistance  for  every  state 
agency  to  ensure  that  agency  needs  and  problems  are  identified  and 
addressed.   To  assist  in  this  effort  we  will  notify  the  Department  of 
Administration  of  problems  we  identify  during  our  audits  in  agencies' 
use  of  SBAS. 
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RECOMMENDATION 

f/e  Teaommend  that  the  department: 

1.  Upgrade  the  continuing  education  program  to  include  SBAS 
and  accounting  update  courses  for  state  employees  who 
have  agency  fiscal  responsibilities . 

2.  Continue  the  on-site  accounting  assistance  program  for 
every  agency  to  ensure  that  agencies  '  accounting  needs 
and  problems  are  addressed. 

DEPARTMENTAL  ACCOUNTING  AND  REPORTING 

Accounting  and  administrative  functions  for  the  department  and 
certain  administratively  attached  agencies  are  performed  by  the  director's 
office.   The  various  divisions  stamp  a  facsimile  of  a  SBAS  encoding 
document  on  the  back  of  invoices.   The  divisions  complete  this  form  and 
initial  approval  for  payment.   The  invoices  are  reviewed  at  the  director's 
office,  where  an  actual  SBAS  document  is  prepared.   Invoices  from  the 
same  suppliers  are  collected  and  attached  to  a  single  document. 

After  completion  by  the  director's  office,  accounting  documents  are 
processed  the  same  as  for  all  other  state  agencies.   Although  the  Accounting 
Division  is  part  of  the  Department  of  Administration,  it  acts  independently 
when  processing  the  department's  claims.   The  department's  documents  are 
subject  to  the  same  pre-audit  and  computer  edits  as  are  those  of  other 
agencies. 

Payroll  is  processed  in  a  similar  manner.   The  separate  divisions 
complete  payroll  change  forms  and  adjust  the  pre-payroll  listing  before 
submission  to  the  director's  office.   These  are  reviewed  and  approved  in 
the  director's  office  before  submission  for  processing. 
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All  payroll  and  claims,  those  documents  which  generate  state 
warrants,  are  approved  by  a  deputy  director  of  the  department.   Other 
accounting  docinnents  are  approved  by  the  director's  office  staff  and  by 
employees  of  the  divisions  and  attached-to  agencies. 
APPROPRIATION  CONTROL 

In  our  review  we  found  instances  where  the  department  did  not 
comply  with  appropriation  authority  established  by  the  legislature.  The 
General  Services  Division  transferred  $247,217  from  its  general  fund 
appropriations  and  the  entire  $140,000  appropriation  from  the  federal 
and  private  revenue  fund  to  its  revolving  fund  during  fiscal  year  1974- 
75.   During  July  1976,  immediately  before  closing  the  1975-76  books,  the 
administrator  of  the  division  submitted  a  journal  voucher  transferring 
the  remaining  balance  of  the  fiscal  year  1975-76  general  fund  appropri- 
ation of  $28,797  to  the  revolving  fund.   In  neither  year  was  there 
documentation  to  support  the  transaction.   It  was  not  possible  to 
determine  the  validity  of  the  1974-75  transaction;  however,  the  admin- 
istrator stated  that  the  1975-76  transaction  was  made  because  certain 
items  that  should  have  been  paid  from  the  general  fund  were  instead  paid 
from  the  revolving  fund.   Testing  of  transactions  for  the  year  indicated 
that  $13,565  should  have  been  paid  from  the  general  fund,  but  the 
remaining  $15,232  should  have  reverted  after  year-end.   Instead,  these 
transfers  increased  the  revolving  fund  cash  balance  at  the  expense  of 
the  general  fund. 

Each  of  the  transactions  was  completely  lacking  in  support. 
Although  the  1974-75  transactions  may  have  properly  allocated  costs,  it 
is  not  possible  to  determine  the  proper  allocation  without  supporting 
documentation.   The  apparent  intent  of  the  1975-76  transaction  was  to 
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retain  the  general  fund  money  by  transferring  it  to  the  revolving  fund. 
The  transaction  was  processed  only  hours  before  the  books  were  closed 
for  the  fiscal  year,  and  it  left  the  General  Services  Division  with  a 
zero  unexpended  balance  in  the  general  fund. 

The  second  instance  where  the  department  did  not  comply  with  appro- 
priation authority  granted  by  the  legislature  involved  the  Personnel 
Division's  receipt  of  Public  Service  Employee  (PSE)  money.   During 
fiscal  year  1975-76,  the  division  received  and  expended  $2,839  under 
this  federal  employment  program.   Division  employees  stated  that  they 
forgot  to  obtain  a  budget  amendment  until  after  the  expenditures  were 
made.   The  Office  of  Budget  and  Program  Planning  refused  to  grant  an 
after-the-fact  budget  amendment.   The  Personnel  Division  originally 
expended  the  money  from  their  general  fund  appropriation  and  later 
reimbursed  the  general  fund  from  the  federal  and  private  revenue  fund. 
This  transaction  was  possible  since  the  division  had  unused  spending 
authority  in  the  federal  and  private  revenue  account  for  the  IPA  Grant. 
As  with  the  first  transaction  discussed  in  this  section,  this  trans- 
action was  made  with  a  journal  voucher.   The  reason  given  in  the  journal 
voucher  for  the  transaction  was  incorrect,  and  there  was  no  documentation 
or  support. 

The  lack  of  proper  documentation  and  explanations  on  journal 
vouchers  at  the  department  represents  a  serious  weakness  in  control  over 
the  department's  accounting  records  and  over  legislative  appropriations. 
In  addition  to  the  journal  vouchers  described  above,  we  found  that 
journal  vouchers  for  the  entire  department  were  frequently  without 
proper  documentation  and  explanation.   Frequently,  the  explanation  on 
the  document  was  "to  correct  errors"  without  indicating  when  or  how  the 
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error  was  made  and  without  documentation  that  the  error  was  properly 
corrected. 

The  department  should  impose  strict  documentation  standards  on 
persons  who  submit  journal  vouchers.   In  addition,  the  department 
accountant  should  reject  documents  which  do  not  meet  documentation 
standards  or  which  would  improperly  alter  the  financial  statements. 

RECOMMENDATIO!^ 

We  reoommend  that  the  de-gavtment  impose  striot  doaumentation 
standards  for  all  journal  vouchers. 
PERSONAL  SERVICES 

Personal  services  expenditures  reported  by  the  Department  of  Adminis- 
tration for  1975-76  totalled  $3,324,248  for  salaries  and  employee  benefits. 
Our  review  found  that  personnel  procedures  and  internal  control  over 
payroll  require  improvement. 
Personnel  Files 

We  reviewed  113  personnel  files  of  employees  of  the  division.   We 
found  that  26  files  did  not  contain  adequate  documentation  for  payroll 
deductions  such  as  health  insurance,  charitable  contributions  and  savings 
bonds.   In  most  instances,  the  employee  had  not  signed  the  payroll 
status  forms  which  established  the  deduction.   Although  we  found  that  in 
each  case  the  employees  were  aware  of  and  approved  the  deduction,  the 
personnel  files  should  document  all  payroll  information,  including 
authorizing  documents  signed  by  the  employee. 

RECOMMENDATION 

We  reoommend  that  the  department  doanment  all  payroll  changes  in 
the  employees'  personnel  files. 


Employee  Leave 

Employee  leave  records  for  the  department  contained  nvimerous  errors 
and  instances  of  noncompliance  with  statutory  requirements  and  admin- 
istrative procedures.   From  our  sample  of  employees,  we  found  mathe- 
matical errors  in  the  computation  of  sick  and  vacation  leave  earned.  We 
found  other  examples  where  leave  taken  had  not  been  deducted  from  the 
leave  records. 

One  employee  in  our  sample  exceeded  the  maximum  accximulation  for 
vacation  carryover.   Section  59-1002,  R.C.M.  1947,  states  that:   "Annual 
vacation  leave  may  be  accumulated  to  a  total  not  to  exceed  two  (2)  times- 
the  maximum  number  of  days  earned  annually  as  of  the  last  day  of  any 
calendar  year." 

Another  employee  who  had  accumulated  vacation  in  excess  of  the 
maximum  carryover  had  the  balance  transferred  to  his  compensatory  time 
balance.   Such  a  transfer  is  not  authorized  in  the  statutes  or  the 
Montana  Administrative  Manual. 

We  also  found  problems  in  the  recording  of  compensatory  time 
balances.   In  our  sample,  we  found  three  employees  who  had  taken  com- 
pensatory time  off  when  there  were  no  formal  records  indicating  that 
they  had  earned  compensatory  time.  Department  officials  stated  that 
these  employees  maintained  informal  time  records;  however,  we  believe 
formal  time  records  are  needed.   Management  Memo  1-75-17A  states:   "Some 
method  of  recording  compensatory  time  must  be  maintained.   The  present 
Employee  Leave  Record  (form  P-2)  can  be  used  to  satisfy  the  recording 
requirement." 

For  these  employees  who  recorded  both  compensatory  time  earned  and 
taken,  we  found  one  employee  with  a  negative  balance,  indicating  more 
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hours  taken  than  earned.  We  also  found  employees  recording  compensatory 
time  earned  and  taken  in  less  than  full  hours.  Management  Memo  1-75-17A 
states  that  compensatory  time  earned  and  taken  shall  be  recorded  in  full 
hours  only. 

Regulation  H  of  the  Management  Memo  established  maximum  compensa- 
tory time  balances  that  could  be  carried  forward.  We  found  one  employee 
in  our  sample  who  earned  additional  compensatory  time  after  January  1, 
1976,  although  his  balance  was  more  than  120  hours. 

These  problems,  especially  the  numerous  mathematical  errors,  should 
be  corrected  by  a  periodic  supervisory  review  of  the  leave  records. 
This  review  should  also  test  for  compliance  with  applicable  statutes  and 
management  memos. 

RECOMMENDATION 

We  reoorrmend  that  the  department: 

1.  Periodically  review  employee  leave  reoorde  for  aompletenees 
and  mathematioal  aoauraay. 

2.  Limit  vacation  carryover  in  accordance  with  Section  59- 
1002,   R.C.M.    1947. 

3.  Comply  xoith  Management  Memo  1-75-17A  in  recording  compensa- 
tory time. 

Payroll  Cost  Allocation 

The  budgeting  and  accounting  process  in  Montana  is  designed  not 
only  to  provide  managers  with  required  information  but  also  to  ensure 
compliance  with  legislative  appropriations  and  to  accurately  reflect 
expenses  charged  against  a  program.  We  found  two  instances  where  program 
costs  were  not  properly  allocated  to  the  program  which  derived  the 
benefits. 
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The  A4th  Legislative  Assembly  enacted  the  Renewable  Resources 
Development  Program  in  order  to  use  state  coal  taxes  for  loans,  grants 
and  projects  to  preserve  continuing  renewable  resources.  During  fiscal 
year  1975-76,  portions  of  the  program  were  handled  through  the  Department 
of  Natural  Resources  and  Conservation.   Grants  to  state  agencies  and 
municipalities  were  handled  through  the  Renewable  Resources  Program  at 
the  Department  of  Administration.  During  the  year,  the  administrator 
formulated  policies,  distributed  information  and  received  nine  applications 
for  grants  or  loans;  however,  neither  the  administrator  nor  his  secre- 
tary worked  full  time  for  the  renewable  resources  program.  We  determined 
that  at  least  $5,300  in  salary  charges  were  paid  from  this  program  when 
the  employees  were  actually  performing  work  for  the  director's  office. 

The  45th  Legislative  Assembly  removed  this  program  from  the  Depart- 
ment of  Administration  and  placed  it  under  the  Department  of  Natural 
Resources  and  Conservation. 

During  fiscal  year  1975-76  the  General  Services  Division  employed 
two  persons  in  the  capitol  maintenance  program  who  were  actually  full- 
time  employees  at  the  Governor's  Mansion.  Although  the  mansion  is  in 
the  capitol  complex  and  could  be  maintained  under  the  general  services 
program,  the  Governor's  Office  received  a  separate  $42,775  appropriation 
during  fiscal  year  1975-76  for  mansion  maintenance.   The  two  General 
Services  Division  employees  received  salary  and  benefit  pajrments  of 
$17,000,  overstating  the  costs  of  the  general  services  program  by  the 
same  amount. 

RECOMMEWATION 

We  recommend  that  the  department  attooate  employee  ealariee  to  the 
program  or  agency  for  which  the  services  are  performed. 
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EXPENDITURES 

The  department's  control  over  expenditures  requires  improvement  in 
several  areas.   We  found  that  procedures  for  approving  expenditures  were 
not  always  enforced.   The  facsimile  stamp  of  the  SBAS  coding  document 
which  is  placed  on  the  back  of  all  invoices  is  not  always  approved  by 
the  appropriate  division  administrator.   This  approval  is  important, 
since  it  is  the  approval  by  the  division  which  actually  received  the 
goods  or  services.   Further  reviews  in  the  director's  office  can  test 
only  for  proper  coding  and  mathematical  accuracy.   The  department  should 
require  that  all  invoices  be  approved  by  division  administrators  or 
their  designees.   Enforcing  this  first  step  in  the  chain  of  approval 
will  provide  assurance  that  payment  is  made  only  for  authorized  goods 
and  services. 

The  department  does  not  require  original  invoices  before  pajrment  of 
claims.   We  found  numerous  cases  where  the  department  accepted  photo- 
copies and  billing  statements  rather  than  an  original  invoice.   This  has 
resulted  in  double  payments.  We  found  three  double  payments  made  to 
Lewis  and  Clark  County  for  grand  jury  expenses.   The  county  paid  grand 
jury  members  on  the  basis  of  invoices  submitted  and  signed  by  the  jury 
members;  state  payments  then  reimbursed  the  county.   Through  oversight, 
the  county  submitted  three  invoices  twice,  and  the  department  paid  them 
each  time.   These  overpayments  were  subsequently  recovered.   In  another 
instance,  a  large  corporation  submitted  both  a  statement  and  an  invoice 
for  data  processing  equipment.   The  department  paid  both.   The  corpora- 
tion discovered  the  overpayment  and  reimbursed  the  state.   To  prevent 
double  payment,  the  department  should  accept  only  original  invoices.   If 
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the  department  cannot  obtain  original  invoices,  it  should  document  the 
reasons  for  accepting  invoices  other  than  the  originals. 

RECOMMENDATION 

We  reoornmend  that  the  department: 

1.  Require  appropriate  written  approval  on  all  invoiaea 
before  payment. 

2.  Require  original  invoiaea  for  payment  when  praatiadble 
and  dooument  reaaona  for  aaaepting  invoiaea  other  than 
the  originala. 

Utility  Payments 

The  General  Services  Division  is  responsible  for  the  receipt  and 
approval  of  utility  bills  for  the  capitol  complex.  We  tested  these 
bills  for  compliance  with  applicable  rate  schedules  and  found  no  excep- 
tions; however,  we  found  that  the  division  did  not  verify -bills,  even  on 
a  test  basis.  Although  division  employees  informed  us  that  each  utility 
bill  was  tested  every  month,  we  found  that  one  rate  schedule  used  by  the 
division  was  18  months  out  of  date  and  could  not  have  been  used  to 
properly  recompute  a  utility  bill.   The  division  should  review  utility 
bills,  at  least  on  a  test  basis,  to  ensure  that  rates  and  usage  are 
accurate. 

Telephone  bills  for  all  state  agencies  are  reviewed  and  paid  by  the 
deparment's  Communications  Division.   We  found  records  and  procedures 
inadequate  to  assure  that  the  state  is  billed  only  for  the  services  and 
equipment  actually  received.   The  Communications  Division's  billing  form 
sent  to  state  agencies  lists  only  a  dollar  figure  for  equipment  and 
service  charges  instead  of  itemizing  the  equipment.   The  division 
administrator  stated  that  he  attempts  to  inventory  equipment  in  the 
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capitol  complex;  however,  the  size  of  his  staff  does  not  permit  a  complete 
annual  inventory.   Communications  Division  personnel  attempt  to  reconcile 
the  state's  phone  bill  with  equipment  and  service  charges  each  month; 
however,  lack  of  staff  and  time  usually  prevent  this. 

A  more  efficient  method  of  assuring  that  telephone  payments  are 
correct  would  be  to  provide  each  agency  with  a  listing  of  equipment 
changes  each  month.   This  places  the  responsibility  on  the  agency 
receiving  the  service  to  determine  if  the  changes  are  correct. 

RECOMMEWATION 

We  reoorrmend  that  the  department: 

1.  Review  utility  bills  on  a  test  basis  for  proper  rates  and 
usage. 

2.  Supply  each  agency  with  detailed  monthly  listings  of 
telephone  and  equipment  changes  for  verification. 

TRANSPORTATION  AND  EXTRADITION  OF  PRISONERS 

The  Department  of  Administration  administers  the  program  to  pay  for 
the  transportation  and  extradition  of  prisoners.  When  a  sheriff  is 
required  to  transport  a  prisoner  to  the  state  prison,  or  to  transport  a 
prisoner  from  out  of  state  to  a  county  jail  for  trial,  the  sheriff's 
travel  expenses  are  paid  by  the  department.   During  fiscal  year  1975-76 
the  program  was  funded  by  a  $45,000  general  fund  appropriation. 

Section  95-3124,  R.C.M.  1947,  provides  that  the  Department  of 
Administration  audit  and  pay  out  of  the  state  treasury  the  expenses  of 
persons  employed  by  the  Governor  to  return  fugitives  from  out  of  state. 
There  is  no  equivalent  statutory  provision  requiring  or  authorizing  the 
Department  of  Administration  to  pay  the  expenses  of  transporting  prisoners 
to  the  state  prison.   Prior  statutory  provisions  authorizing  the  Board 
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of  Examiners  to  make  such  payments  have  been  repealed.  The  department 
should  seek  clarification  of  its  authority  and  responsibility  to  pay  the 
expenses  of  transporting  prisoners  to  the  state  prison. 

We  found  several  errors  in  the  transportation  and  extradition 
payments,  as  well  as  procedural  problems,  which  could  lead  to  further 
errors.   In  two  cases,  sheriffs  were  over-reimbursed  $40  and  $275. 
Reimbursement  was  made  to  the  fund  for  $40  and  $180.   An  additional  $95 
has  not  been  refunded  pending  correspondence  with  the  airlines.  A 
careful  review  by  the  department  would  have  detected  these  errors. 

Also,  we  found  that  one  sheriff's  office  within  the  state  requested 

reimbursement  for  the  expense  of  a  "necessary  guard"  at  the  rate  of  $25 

per  trip.  This  sheriff's  office  requested  and  received  $350  during  the 

year  in  reimbursements  for  this  expense.   In  34  Opinions  of  the  Attorney 

General,  No.  18,  it  was  held  that  in  transporting  persons- no  additional 

allowance  over  authorized  mileage  may  be  allowed  for  additional  personnel 

accompanying  the  sheriff.   Although  the  statute  in  question.  Section  16- 

2723,  R.C.M.  1947,  has  been  amended,  it  still  provides  in  part: 

"The  county  shall  not  be  liable  for  nor  .  .  .  pay  for  any  claim  of 
the  sheriff  or  other  officer  for  any  other  expense  incurred  for 
travel  or  for  subsistence,  in  cases  where  mileage  is  allowed  under 
this  section." 

The  department  should  not  pay  for  a  "necessary  guard"  for  transporting 

prisoners  except  where  an  additional  guard  is  specifically  authorized  in 

extradition  proceedings. 

An  additional  potential  problem  results  in  the  method  of  payment 

for  this  program.  While  some  sheriffs  treat  the  payments  as  personal 

reimbursements  for  out-of-pocket  costs  and  personal  car  mileage,  others 

receive  reimbursement  from  the  county,  and  all  payments  from  the  state 
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are  deposited  directly  with  the  county.   We  believe  the  second  procedure 
of  directly  reimbursing  the  county  provides  better  control,  since  county 
officials  are  best  able  to  initially  review  the  claims.   Use  of  a 
personal  vehicle,  arrival  and  departure  times,  etcetera,  cannot  be 
effectively  reviewed  from  Helena. 

RECOMMEWATIOl^ 

We  veoornmend  that  the  department: 

1.  Clarify  its  authority  to  pay  the  travel  expenses  of 
sheriffs  transporting  prisoners  to  the  state  prison. 

2.  Carefully  review  all  claims  for  the  transportation  and 
extradition  of  prisoners. 

2.       Cease  paying  for  additional  guards  except  when  specifically 

authorized  in  extradition  proceedings. 
4.       Directly  reimburse  counties  for  sheriffs'  travel  expenses. 
CASH 

Because  the  Department  of  Administration  is  organized  into  many 
divisions  and  bureaus,  it  is  important  that  an  effective  system  of 
internal  control  exist  for  incoming  cash  received  to  assure  that  agency 
cash  is  not  lost  or  misused.   Our  review  of  cash  transactions  at  the 
department  revealed  the  following  internal  control  weaknesses  that 
require  correction. 

— Cash  receipts  lists  are  not  effectively  used  as  a  check  against 

deposits. 
— Restrictive  endorsements  are  not  always  placed  on  incoming  checks 

as  soon  as  the  checks  are  received. 
— Cash  receipts  are  not  normally  deposited  in  accordance  with  MAM  2- 
1210.22  which  states  in  part: 
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2-1210.22  Frequency  of  Deposits  -  All  monies  received  shall 
be  deposited  either  with  the  State  Treasurer  or  in  a  depository 
approved  by  the  State  Treasurer  whenever  the  amount  of  coin 
and  currency  requiring  deposit  exceed  $100  or  total  collections 
exceed  $500.   In  any  event,  all  monies  collected  shall  be 
deposited  at  least  weekly. 
— Transfer  receipts  are  not  prepared  when  collections  are  transferred 
from  one  employee  to  another  in  accordance  with  MAM  2-1210.28  which 
states  in  part: 

2-1210.28  Transfer  Receipts  -  Whenever  collections  are  trans- 
ferred from  one  employee  to  another,  a  Transfer  Receipt  shall 
be  prepared. 
— Often  the  agency's  copy  of  the  collection  report  does  not  have 
adequate  support  as  to  the  purpose  and  nature  of  certain  cash 
deposit  amounts. 

Also,  during  our  review  of  cash  transactions,  we  determined  that 
the  director's  office  accountant  had  in  his  possession  two  three-months- 
old  state  warrants  totaling  $83.25.  These  warrants  were  neither  endorsed 
nor  cancelled.   The  warrants  had  been  returned  to  the  Department  of 
Administration  by  vendors  servicing  the  Workers'  Compensation  Court 
because  of  duplicate  payments  made  to  them.   Because  these  warrants  were 
neither  endorsed  nor  cancelled,  they  could  have  been  lost  or  stolen  and 
then  cashed. 

Adequate  internal  control  over  cash  transactions  is  necessary  to 
ensure  that  all  cash  received  is  properly  deposited  and  that  all  cash 
payments  made  are  proper  and  in  the  best  interest  of  the  agency.   Correc- 
tion of  the  control  weaknesses  described  above  will  help  the  Department 
of  Administration  achieve  adequate  control  over  cash  transactions. 
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RECOMMENDATION 

We  reaorrmend  that  the  department: 

1.  Correct  weaknesses  in  its  aash  receipt  procedures. 

2.  Cancel  duplicate  state  warrants  as  soon  as  possible. 
PASSENGER  TRAMWAY 

The  Department  of  Administration,  in  accordance  with  Section  69- 
6601,  R.C.M.  1947,  has  the  responsibility  of  establishing  rules  and 
regulations  pertaining  to  the  registration  and  safe  operation  of  passenger 
tramways.  A  "passenger  tramway"  means  a  device  to  transport  passengers 
by  ropetows,  J-bars,  T-bars,  chair  lifts,  ski-mobiles  and  two-car  and 
multi-car  aerial  devices. 

Section  69-6601,  R.C.M. ,  1947,  states  in  part: 

"It  shall  be  the  policy  of  the  state  to  protect  its  citizens  and 
visitors  from  unnecessary  mechanical  hazards  in  the  design,  con- 
struction and  operation  of  passenger  tramways....  The  state, 
through  the  department  shall  register  all  passenger  tramways  in  the 
state,  establish  reasonable  standards  of  design,  construction  and 
operational  practices  and  cause  to  be  made  such  inspections  as  may 
be  necessary  in  carrying  this  policy  into  effect." 

We  found  that  one  passenger  tramway  operated  during  the  1975-76  ski 
season  without  being  certified  as  safe  for  public  use.  This  ski  area 
did  not  register  with  the  department  to  be  inspected  for  certification. 

The  tramway  safety  program's  revenue  is  generated  by  fees  assessed 
ski  areas  for  each  type  of  lift  in  operation.   During  fiscal  year  1975- 
76  the  department  collected  $1,987.   It  spent  $1,861,  largely  to  finance 
travel  and  per  diem  for  board  meetings  of  the  Montana  Passenger  Tramway 
Advisory  Council.   The  council  was  established  in  accordance  with  Section 
82A-110,  R.C.M.  1947,  and  acts  in  an  advisory  capacity  to  the  department. 
Actual  inspections  are  performed  by  engineers  licensed  by  the  council 
with  inspection  fees  paid  by  the  ski  area.   Inspection  fees  are  paid  to 
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the  engineers  directly  by  ski  area  oxmers.   The  Architecture  and  Engin- 
eering Division  provides  staffing  and  assistance  to  the  council,  although 
this  assistance  is  limited  because  of  a  lack  of  revenue. 

The  enforcement  process  of  the  department  is  provided  in  Section 
69-6613,  R.C.M.  1947.   The  department  may  suspend  the  registration  of  a 
passenger  tramway  and  bring  injunctive  proceedings  in  the  district  court 
if  the  tramway  does  not  meet  annual  inspection  requirements. 

Although  the  department  clearly  has  authority  to  enforce  rules 
relating  to  tramway  safety,  the  lack  of  staff  and  lack  of  money  has 
prohibited  any  enforcement.   The  administrator  of  the  Architecture  and  - 
Engineering  Division  noted  this  problem  in  a  memo  to  the  Passenger 
Tramway  Council  Sub-Committee  on  Operational  Inspections:   "Our  enforce- 
ment procedures  are  literally  nonworkable  as  it  is  completely  illogical 
to  attempt  to  rescind  a  license  and  close  down  an  area  during  ski  season 
for  anything  short  of  a  catastrophe  without  long  and  expensive  litiga- 
tion...." He  also  noted  that  the  department  receives  only  a  small 
number  of  accident  reports,  and  operational  and  equipment  deficiencies 
are  being  glossed  over. 

Chapter  437,  Session  Laws  of  1977,  authorizes  the  Department  of 
Administration  to  impose  a  gross  receipts  assessment  of  one-fourth  of 
1  percent  on  all  passenger  tramway  operators  in  the  state.   Receipts 
from  the  assessment  should  be  deposited  in  the  general  fund  to  finance  a 
general  fund  appropriation  for  contracted  inspection  services.   This 
legislation  may  provide  a  mechanism  for  adequate  funding  for  the  passenger 
tramway  safety  program. 

The  department  should  ensure  that  the  required  standards  are  estab- 
lished and  inspections  are  conducted  as  required  by  law  to  relieve  the 
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state  of  any  potential  liability  for  accidents  resulting  from  improper 

installation  or  maintenance  of  passenger  tramways. 

INSURANCE 

Policy  Listing 

The  Insurance  and  Legal  Division  does  not  maintain  summary  records 
of  all  insurance  coverage  purchased  by  the  state.   The  only  records 
consist  of  individual  policies  and  copies  of  policies  provided  by 
agencies  which  have  purchased  their  own  coverage.   To  obtain  information 
on  coverage,  limitations,  and  premiums,  it  is  necessary  to  review  each 
of  the  23  individual  policies  maintained  by  the  division.  A  summary 
listing  of  insurance  coverage  which  sets  forth  pertinent  features  of 
each  policy  is  a  basic  prerequisite  for  sound  insurance  management. 
Without  such  a  listing,  it  is  not  practicable  to  evaluate  state  insurance 
coverage  for  adequacy,  duplication,  and  costs. 

We  found  an  example  of  the  potential  consequences  of  not  maintaining 
an  insurance  summary  listing  during  our  audit  of  the  State  Treasurer's 
Office.   The  Insurance  and  Legal  Division  purchases  a  special  policy 
each  year  for  the  Treasurer,  protecting  the  state  against  loss  or  theft 
of  cash  or  bearer  bonds.   The  1975  policy  did  not  require  armed  guards 
when  transporting  cash  to  and  from  the  bank;  however,  a  rider  was  added 
to  the  1976  policy  requiring  two  armed  guards.   The  Treasurer  did  not 
receive  a  copy  of  the  policy,  and  the  Insurance  and  Legal  Division 
personnel  were  unaware  of  the  rider.   Since  the  Treasurer  does  not  use 
armed  guards  for  transporting  cash,  it  appeared  the  Treasurer  had  no 
coverage.   We  brought  this  to  the  attention  of  the  Insurance  and  Legal 
Division,  and  after  discussion  with  the  insurance  company,  the  rider  was 
removed.   According  to  the  insurer,  the  rider  had  been  added  to  the 
policy  in  error. 
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As  a  first  step  toward  comprehensive  insurance  planning,  the 
Insurance  and  Legal  Division  should  prepare  a  summary  listing  all 
insurance  purchased  by  the  state.   The  division  should  discuss  this 
listing  with  each  state  agency  to  determine  if  coverage  is  inadequate  or 
duplicative. 

RECOMMENDATION 

We  recommend  that  the  de-pcwtment  prepare  a  eurmary  listing  of  all 
insurance  coverage  for  the  state  of  Montana  to  provide  a  means 
of  evaluating  the  state's  insurance  coverage. 
Recordkeeping  i». 

We  found  recordkeeping  procedures  and  internal  control  inadequate 
at  the  Insurance  and  Legal  Division.  A  single  fire  or  hail  damage  claim 
results  in  multiple  checks  from  up  to  six  different  insurance  companies. 
During  our  audit,  we  found  22  checks  from  insurers  totalling  $16,228 
kept  in  a  file  cabinet.   Some  of  the  checks  were  over  one  month  old,  and 
some  had  not  been  restrictively  endorsed.  This  procedure  violates  MAM 
2-1210.22  regarding  the  frequency  of  deposits,  and  it  creates  the 
possibility  that  checks  could  be  lost  or  stolen.   The  checks  should  be 
deposited  promptly,  and  the  division  should  prepare  schedules  to  deter- 
mine if  each  insurer  has  paid  its  full  share  of  the  loss. 

RECOMMENDATION 

We  recommend  that  the  department  promptly  deposit  insurance  reim- 
bursement  checks. 
Self-Insurance 

Beginning  July  1,  1977,  the  Department  of  Administration  began  a 
self-insurance  program  for  its  comprehensive  general  liability  and  auto- 
mobile insurance  policxes.   The  1977  legislature  authorized  establishing 
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a  self-insurance  program  under  Title  82,  Section  43,  R.C.M.  1947.   The 
legislature  also  established  a  $2.5  million  reserve  fund  for  self- 
insurance.  The  reserve  is  a  loan  and  must  be  repaid  after  ten  years. 

Under  the  new  program,  the  Insurance  and  Legal  Division  will  con- 
tinue to  bill  state  agencies  for  the  cost  of  premiums.   The  administrator 
of  the  Insurance  and  Legal  Division  stated  that  the  state  will  perform 
its  own  investigative  work  and  will  hire  attorneys  as  needed. 

The  division  may  pay  claims  from  appropriated  money.  The  reserve 
fund  will  not  be  used  if  appropriated  funds  are  sufficient  to  handle 
losses. 
SICK  PAY  EXCLUSIONS 

A  recent  audit  report  issued  on  the  Montana  College  of  Mineral 
Science  and  Technology  noted  that  sick  pay  is  not  subject  to  federal 
unemployment  and  FICA  taxes.  Under  certain  conditions,  the  state  would 
not  be  required  to  pay  these  taxes  for  each  day  of  sick  leave  taken  by 
the  employee  as  set  forth  in  Social  Security  Ruling  72-56.   In  a  letter 
to  the  administrator  of  the  Public  Employees'  Retirement  System,  a 
Department  of  Health,  Education,  and  Welfare  official  indicated  that 
such  exclusions  may  be  permitted,  but  only  if  sick  payments  are  made 
from  funds  appropriated  for  that  purpose.   The  letter  states  that  "... 
the  State  must  provide  legal  authority  to  appropriate  funds  for  sick  pay 
in  order  for  such  pay  to  be  excludable.  Any  legislative  changes  in  the 
Montana  Codes  to  exclude  sick  pay  from  section  218  may  be  subject  to 
review  by  the  Social  Security  Administration."  There  is  a  significant 
potential  for  savings  to  the  state  under  these  proposals;  however,  the 
savings  may  be  offset  by  increased  administrative  costs  and  the  possi- 
bility of  reduced  benefit  payments  to  workers. 


The  Department  of  Administration  should  study  this  matter  and,  if 
justified,  submit  proposed  legislation  to  the  next  legislature. 
RECOMMENDATION 

We  reoormend  that  the  department  study  the  procedures  required  to 
exclude  sick  pay  from  PICA  and  FUTA  taxes  andj   if  justified^ 
prepare  proposed  legislation. 
ACCOUNTS  RECEIVABLE 

We  found  errors  in  the  accounts  of  almost  every  division  of  the 
Department  of  Administration  which  maintains  accounts  receivable.  Some 
of  the  receivables  were  never  valid,  having  been  set  up  in  error.  Some 
had  negative  balances  in  the  subsidiary  ledgers.  In  certain  cases,  the 
errors  were  over  two  years  old,  indicating  that  the  department  does  not 
correct  errors  on  a  timely  basis. 

We  found  one  account  receivable  that  has  been  outstanding  for  over 
two  years.  We  were  unable  to  document  collection  efforts;  however,  if 
collection  efforts  have  been  made  or  were  unsuccessful,  the  account 
should  be  turned  over  to  the  Department  of  Revenue.   Sections  84-7101, 
et  seq.,  R.C.M.  1947,  contain  specific  requirements  for  the  transfer  of 
uncollectible  debts  to  the  Department  of  Revenue.  The  Department  of 
Revenue  can  make  a  determination  as  to  collectibility  and  instruct  the 
agency  to  write  off  the  debt  if  necessary. 
RECOMMENDATION 
Ws  recommend  that  the  department: 

2.       Correct  all  errors  in  accounts  receivable  on  a  timely 

basis. 
2.       Transfer  uncollectible  receivables  to  the  Department  of 
Revenue  for  collection. 
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PLANT,  PROPERTY  AND  EQUIPMENT 

In  many  of  our  prior  audit  reports  we  discussed  the  lack  of  physical 
and  accounting  controls  over  plant,  property  and  equipment.   This  report 
contains  similar  comments.  Management  Memo  70-17  states  that  each 
agency  is  responsible  for  the  management  of  property  within  its  juris- 
diction.  It  also  requires  a  physical  inventory  of  fixed  assets  each 
year  and  recording  all  fixed  assets  that  cost  over  $100  or  have  an 
expected  life  of  more  than  one  year. 

In  general,  we  found  that  the  various  divisions  of  the  department 
have  not  complied  with  this  memo.  Most  divisions  have  prepared  no 
listing  of  their  assets,  have  not  taken  annual  inventory  and  have  not 
marked  or  tagged  assets  to  indicate  ownership  and  facilitate  identi- 
fication. 

Neither  the  director's  office,  which  issued  the  Management  Memo, 
nor  the  Management  Systems  Division,  which  is  developing  the  state 
Property  Accounting  Management  System,  maintains  any  records  of  fixed 
assets.   The  department  has  established  no  rules  or  procedures  to  estab- 
lish control  over  fixed  assets,  and  compliance  is  a  matter  of  discretion 
for  individual  division  administrators. 

RECOMMEWATION 

We  veoorrmend  that  the  deipajctment  aomply  with  Management  Memo  70-1? 
and  establish  adequate  property  aaaoimtability . 
Property  Accounting  Management  System  (PAMS) 

The  Management  Systems  Division  has  developed  a  Property  Accounting 
Management  System  for  incorporation  into  the  Statewide  Budgeting  and 
Accounting  System.   This  system  is  designed  to  provide  computer  generated 
inventory  listings  for  all  state  agencies.   Work  on  the  system  was  begun 


In  1973;  however,  due  to  time  and  staff  limitations,  discussion  drafts 
describing  the  system  were  not  sent  to  state  agencies  until  December 
1976.  Data  processing  practices,  including  placing  the  university 
system  on  SBAS,  have  changed  the  implementation  timetable  from  1977  to 
late  1978. 

Until  this  system  is  in  operation,  state  agencies  should  continue 
to  maintain  hand-kept  records.   These  records  will  facilitate  the  transi- 
tion to  the  computerized  system. 
Obsolete  Equipment 

The  Communications  Division  owns  significant  amounts  of  obsolete   v 
communications  and  test  equipment.   Section  82-1914,  R.C.M.  1947,  gives 
the  Department  of  Administration  authority  to  dispose  of  state  agencies' 
surplus  property. 

The  Communications  Division  should  determine  whether, it  has  a 
foreseeable  need  for  any  of  its  obsolete  equipment,  and  if  the  equipment 
is  not  required,  the  department  should  dispose  of  it. 

RECOMMENDATION 

We  recommend  that  the  department  dispose  of  idle  equipment  in 
aooordanoe  with  Section  82-1914^  R.C.M,    1947. 
CAPITOL  COMPLEX  LAND 

The  state  of  Montana  owns  a  significant  amount  of  land  in  the 
capitol  complex  area.   The  original  site  for  the  state  capitol  was 
purchased  in  the  1800' s.   Since  that  time  the  state  has  continued  to 
purchase  property  adjacent  to  presently  owned  state  land  in  the  capitol 
complex  area  to  provide  for  future  building  and  parking  space  for  the 
capitol  complex. 

Generally  state  lauds  are  administered  by  the  Department  of  State 
Lands  pursuant  to  the  provisions  of  Title  81,  Chapter  1,  R.C.M.  1947. 
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However,  other  statutory  provisions  provide  that  certain  lands  will  be 
administered  by  other  state  agencies.   State  forests  are  administered  by 
the  Department  of  Natural  Resources  and  Conservation,  under  Section  81- 
1411,  R.C.M.  1947,  and  building  sites  and  campus  grounds  of  state 
institutions  are  excluded  from  Department  of  State  Lands  control  by 
Section  81-102,  R.C.M.  1947.   Section  82-3310,  R.C.M.  1947,  provides 
that  the  Department  of  Administration  is  the  custodian  of  all  property 
in  the  capitol  complex. 

We  found  that  control  over  state  land  in  the  capitol  complex, 
although  apparently  vested  in  the  Department  of  Administration,  is 
fragmented  and  not  subject  to  centralized  control.  We  attempted  to 
locate  deeds  and  abstracts  or  title  insurance  for  all  state  owned  land 
in  the  capitol  complex.  Approximately  two-thirds  of  the  deeds  are  filed 
with  the  Office  of  the  Secretary  of  State.  Deeds  for  some  of  the  more 
recent  purchases  are  kept  at  the  Insurance  aftd  Legal  Division  of  the 
Department  of  Administration.   We  were  unable  to  locate  deeds  or  proof 
of  ownership  for  five  lots  of  state  owned  land  in  the  capitol  complex. 

The  lack  of  centralization  of  ownership  records  of  state  lands 
illustrates  the  problem  of  fragmented  responsibility  over  state  lands. 
One  state  agency  should  record  and  retain  all  documents  and  information 
relating  to  state  land  holdings  and  transactions.   This  would  centralize 
records  retention  relating  to  state  owned  lands  and  would  facilitate 
reviewing  any  records  relating  to  the  purchase  or  sale  of  state  lands. 
Control  over  the  administration  of  land  and  other  property  in  the 
capitol  complex  should  remain  with  the  Department  of  Administration. 

The  Department  of  Administration,  in  conjunction  with  the  Secretary 
of  State  and  the  Department  of  State  Lands,  should  study  the  feasibility 
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of  centralizing  the  ownership  records  of  state  lands  with  one  state 
agency.   Since  the  Department  of  State  Lands  already  employs  staff  with 
the  training  and  experience  necessary  to  maintain  these  records,  it 
appears  that  the  Department  of  State  Lands  should  have  this  responsi- 
bility.  If  the  study  of  land  ownership  records  results  in  this  conclusion, 
legislation  should  be  introduced  to  require  all  state  agencies  to  register 
all  documents  of  land  ownership  in  their  possession  with  the  Department 
of  State  Lands. 

RECOMMEND  AT lOtI 

ye  veoommend  that  the  Department  of  Administration^   in  aonjvcnction^ 
with  the  Seoretojnj  of  State  and  the  Department  of  State  Lands, 
study  the  feasibility  of  centralizing  the  ownership  records  of 
state  lands  with  the  Department  of  State  Lands  and,  if  appropriate, 
seek  legislation  to  that  effect. 
INVENTORY 

The  Data  Processing  Division,  the  Reproduction  and  Distribution 
Bureau  of  the  General  Services  Division,  and  the  Records  Management 
Bureau  of  the  Management  Systems  Division  all  maintain  significant 
inventories,  which  are  used  in  the  production  of  Income.  Accounting 
controls  are  not  adequate  at  any  of  the  three  locations,  and  physical 
controls  Including  separation  of  duties  are  not  adequate  at  the  Repro- 
duction and  Distribution  Bureau  or  at  the  data  processing  center. 

The  reproduction  center  had  paper  on  hand  at  June  30,  1976,  with  an 
approximate  value  of  $60,000.  Three  employees  have  keys  giving  them 
access  to  the  paper  and  supplies.   Bureau  personnel  Informed  us  that  an 
Inventory  is  taken  once  each  month;  however,  we  were  unable  to  perform  a 
test  count,  since  the  paper  is  not  stored  in  a  manner  which  permits 
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taking  a  proper  inventory.   Boxes  were  stacked  with  no  order  as  to  type 
of  inventory.   To  obtain  an  accurate  count  would  require  moving  almost 
every  box  in  the  inventory. 

Due  to  the  disorderly  storage  of  the  paper,  the  physical  inventory 
that  is  taken  cannot  be  relied  upon  to  produce  accurate  figures.  Also, 
the  change  in  inventory  each  month  is  not  reconcilable  to  the  amount  of 
paper  used.  The  bureau  cannot  deteirmine  if  paper  is  missing  from  the 
inventory. 

The  bureau  also  does  not  maintain  proper  separation  of  duties  since 
employees  who  have  custody  of  the  inventory  also  take  inventory  and 
maintain  inventory  records. 

The  Data  Processing  Center  also  has  inadequate  separation  of  duties 
since  the  employees  with  custody  of  the  supplies  inventory  also  maintain 
the  inventory  records. 

Both  accounting  and  physical  controls  should  be  established  in 
these  areas  by  the  department.  Accounting  controls  are  important  since 
each  of  these  bureaus  operates  as  an  enterprise  from  a  revolving  fund 
and  charges  other  state  agencies  for  service.  Proper  accounting  control 
over  inventory  is  necessary  in  order  to  determine  the  proper  pricing 
levels  to  recover  costs.  Physical  controls  are  essential  in  order  to 
safeguard  the  inventory  from  theft  or  misuse. 

RECOMMENDATION 

We  veaommend  that  the  department  establish  physical  and  aoaounting 
controls  over  inventory  of  supplies  used  in  enterprise  operations. 
INTRAGOVERNMENTAL  SERVICES  ACCOUNTS 

Intragovernmental  services  accounts  are  established  to  finance  and 
account  for  services  and  commodities  furnished  by  one  agency  of  a  govern- 
mental unit  to  another  agency  or  department  of  the  same  governmental 
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unit.  These  accounts  operate  much  like  private  business.  Working 
capital  for  the  first  several  years  of  operation  is  frequently  borrowed 
from  another  fund.  Later,  the  intragovernmental  service's  collections 
provide  sufficient  working  capital  to  repay  the  loan,  and  the  service 
independently  finances  its  operations.  Rather  than  making  a  profit, 
these  funds  are  designed  to  operate  on  a  break-even  basis,  charging 
enough  to  provide  working  capital  for  future  operations.  This  method 
provides  an  effective  means  to  allocate  costs  to  the  agency  which  receives 
the  service.  The  Department  of  Administration  provides  most  centralized 
state  services.  These  include  data  processing,  communications,  construc- 
tion, investments,  groundskeeping  and  maintenance,  and  records  management. 
Each  of  these  services  operates  from  a  revolving  account,  depositing  all 
revenue  earned  into  the  account  and  paying  all  expenses  incurred  from 
the  account. 

Section  79-410,  R.C.M.  1947,  established  a  revolving  fund  within 
the  state  treasury  fund  structure.  Many  of  the  state  revolving  accounts 
are  actually  intragovernmental  service  funds,  which  is  the  term  prescribed 
by  the  Municipal  Finance  Officers'  Association  and  the  American  Institute 
of  Certified  Public  Accountants. 

Specific  accounting  requirements  are  prescribed  for  intragovernmental 
service  funds  in  order  to  comply  with  generally  accepted  accounting 
principles.  These  requirements  include: 

Full  Accrual  Accounting  -  Revenues  earned  but  not  received 

should  be  recorded.  This  requires  establishing  accounts  receivable 

for  all  earned  revenue  through  June  30  each  year. 

Depreciation  -  All  fixed  assets  used  in  the  production  of 

income  should  be  recorded  on  the  financial  records  and  should  be 
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depreciated.  Without  computing  depreciation,  costs  cannot  be  fully 

recorded. 

Accounting  for  Overhead  and  Indirect  Costs  -  All  supervisory 

salaries,  space  rental  and  utilities  charges  should  be  allocated  to 

the  fund. 

Inventory  -  In  some  funds  such  as  reproduction  and  duplication, 

a  change  in  inventory  can  significantly  affect  expenses  for  the 

year.  Adequate  inventory  records  must  be  maintained  to  properly 

determine  expenses. 

Financial  Statements  -  Intragovernmental  service  funds  require 

a  statement  of  operations,  similar  to  an  income  statement,  and  an 

analysis  of  changes  in  retained  earnings. 

Implementing  these  items  will  require  changes  in  the  Statewide 
Budgeting  and  Accounting  System;  however,  without  these  changes,  the 
true  cost  of  intrastate  services  cannot  be  determined,  nor  can  the 
state's  financial  statements  comply  with  generally  accepted  accounting 
principles  for  governmental  units.  At  the  same  time  these  changes  are 
made,  the  appropriation  process  must  also  change  to  acknowledge  the 
different  accounting  principles  used  in  reporting  results  of  operations. 

RECOMMENDATION 

We  reaommend  that  the  department  develop  a  system  to  properly 
aooount  for  intragovernmental  service  fimds. 
Cash  Balances 

We  found  several  revolving  funds  in  the  department  that  have  accu- 
mulated cash  balances  in  excess  of  those  required  to  finance  operations. 
The  following  table  shows  revolving  funds  with  a  large  net  asset  position 
at  year-end  (cash  plus  other  liquid  assets,  minus  liabilities)  and  the 


months  each  division  could  have  operated  at  the  fiscal  year  1975-76 
level  without  additional  revenue. 


Division 

Data  Processing 

General  Services  Rent  and 
Maintenance  Account 


Year-End  Net 
Asset  Position 


$772,857 


Months  of  Operation 

at  Fiscal  Year 

1975-76  Level 

3.7 


Construction  Bureau 


90,375  6.4 

60,046  14.6 

These  balances  indicate  that  these  funds  have  charged  other  agencies 
costs  in  excess  of  those  incurred  by  the  fund.  Effectively,  these  funds 

V 

are  making  a  profit  at  the  expense  of  agencies  who  are  required  to  use 
their  services.   Since  the  customers  of  each  fund  are  state  agencies, 
and  bad  debts  are  nonexistent,  these  cash  balances  should  be  reduced. 
The  department  should  review  charges  in  each  fund  and  reduce  charges  in 
funds  with  excessive  cash  balances. 

RECOMMENDATION 

We  recommend  that  the  department  review  revolving  fund  charges 
and  cash  balanaesj  and  reduce  them  where  they  are  excessive. 
SINKING  FUND  CASH 

The  long-range  building  sinking  fund  account  is  the  debt  service 
account  for  the  state's  long-range  building  bonds.   Portions  of  the 
corporate  license  tax,  the  state  income  tax  and  tobacco  taxes  are  placed 
in  this  account.  The  amounts  placed  in  this  account  are  used  for  debt 
service  for  the  long-range  building  program  bonds.  Any  excess  in  the 
account  shall  be  transferred  to  the  general  fund  in  accordance  with 
Section  79-2203(3),  R.C.M.  1947.  During  fiscal  year  1975-76,  $13.5 
million  was  transferred  to  the  general  fund.  The  bond  indenture  agree- 
ments require  that  the  state  retain  $3.5  million  in  the  sinking  fund. 
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We  determined  that  the  sinking  fund  contained  approximately  $5 
million  in  excess  of  the  amount  required  by  law  and  the  indenture  agree- 
ment. At  June  30,  1976,  the  account  contained  accumulated  cash  and 
investments  of  $8.7  million.  The  $5  million  excess  ($8.7  less  the  3.5 
required  to  be  retained  in  the  account  =  $5.2  million,  rounded  to  $5 
million)  has  accumulated  over  recent  years  as  a  result  of  a  decision  by 
Department  of  Administration  officials  to  retain,  as  a  reserve,  income 
collected  in  excess  of  amounts  budgeted  for  transfer  to  the  general 
fund.  The  director  of  the  Department  of  Administration  stated  that  this 
was  done  for  the  following  reasons: 

1.  To  have  sufficient  cash  to  make  the  large  debt  service  payment 
due  September  1  of  each  year.  In  prior  years,  revenue  collections 
during  July  and  August  were  not  sufficient  to  meet  this  payout,  which 
has  averaged  about  $3  million.   For  1975,  the  July-August  collections 
were  $500,000  short. 

For  1976,  the  July-August  collections  were  $500,000  in  excess  of 
debt  service  requirements.   We  estimate  that  the  future  revenues  will 
increase,  and  sufficient  collections  will  be  made  in  July  and  August 
each  year  to  meet  the  annual  September  1  payout.   If  funds  are  not 
available.  Section  79-2203(3)  provides  a  means  for  obtaining  money  on  a 
temporary  basis  to  meet  the  debt  service  requirements. 

2.  To  have  moneys  available  for  early  retirement  of  debt  at 
favorable  prices  (the  highest  amount  redeemed  in  any  year  was  $330,000 
in  1973)  and  for  possible  refunding  of  certain  issues  over  a  longer  or 
shorter  period  if  it  is  advantageous  to  the  state. 

We  believe  that  a  large  reserve  is  not  necessary  to  meet  cash  flow 
problems  or  for  early  redemption.  The  transfer  of  all  excess  income 
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should  be  made  in  the  year  of  collection  to  provide  an  exact  accounting 
from  year  to  year.   The  department  should  adhere  to  the  provision  of 
Section  79-2203(3),  R.C.M.  1947,  and  transfer  all  excess  income  to  the 
general  fund. 

RECOMMENDATION 

We  veoormend  that  the  de-partment  transfer  all  excess  oolleotions 
from  the  long-range  building  sinking  fund  to  the  general  fund 
each  year. 
FINAL  COMMENTS 

We  have  reviewed  this  report  with  the  Director  of  the  Department  oi^ 
Administration,  his  staff,  and,  where  applicable,  the  Secretary  of 
State's  staff,  and  the  Commissioner  of  the  Department  of  State  Lands. 
The  full  texts  of  their  written  responses  to  this  report  begin  on  page 
60. 

We  wish  to  express  our  appreciation  to  these  officials  and  their 
respective  staffs  for  cooperation  and  assistance  during  the  audit. 
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STATE  OF  MONTANA 

GENERAL  OBLIGATION  AND  LONG-RANGE  BUILDING  PROGRAM  BONDS 

June  30,  1976 


GENERAL  OBLIGATION 


Highway  Headquarters  Building  and  Complex 

Redeemed  to         Outstanding 
Authorized       Issued         June  30,  1976        June  30,  1976 

Total  $7,400,000     $7,400,000  $-0-  $7,400,000 

LIMITED  OBLIGATION^ 

Redeemed  to    Outstanding 
Authorized    Issued   June  30,  1976  June  30,  1976 

Long-Range  Building- 
Series  I  $  8,640,000  $  8,640,000  $  2,675,000    $  5,965,000 

Long-Range  Building- 
Series  II  11,050,000  11,050,000    2,415,000      8,635,000 

Long-Range  Building- 
Series  III  4,670,000   4,670,000    4,670,000         -0- 

Long-Range  Building- 
Series  IV  6,675,000   6,675,000      855,000      5,820,000 

Long-Range  Building- 
Series  V  6,055,000   6,055,000    2,515,000      3,540,000 
Total  Long-Range 

Building  Bonds    $37,090,000  $37,090,000  $13,130,000    $23,960.000 


Issued  April  1,  1976;  Interest  Rates  Range  from  4.10%  to  6.10%;  Bonds 
mature  in  1  to  20  years. 


^Series  I,  Issued  September  1,  1965;  Interest  Rates  Range  from  3.10% 

to  4.00%;  Bonds  mature  in  1  to  30  years. 
Series  II,  Issued  September  1,  1967;  Interest  Rates  Range  from  3.80% 

to  5.00%;  Bonds  mature  in  1  to  30  years. 
Series  III,  Issued  June  1,  1970;  Interest  Rate  5.50%;  Bonds  mature  in 

1  to  5  years. 
Series  IV,  Issued  June  1,  1970;  Interest  Rate  5.50%;  Bonds  mature  in 

5  to  10  years. 
Series  V,  Issued  August  1,  1970;  Interest  Rates  Range  from  5.00%  to 

5.50%;  Bonds  mature  in  1  to  10  years. 
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STATE  OF  MONTANA 

STATEMENT  OF  REVENUE.  APPROPRIATIONS,  EXPENDITURES  AND  BALANCES 

REVENUE  SHARING  FUNDS 

FISCAL  YEAR  ENDED  JUNE  30,  1976 

ACCOUNTING  ENTITY  4600 


Available  Funds,  Beginning  of  Year; 
Unappropriated 


$  440,149 


Add  Revenue : 

Entitlement  Payments 

Less  Unappropriated,  End  of  Year 

Available  for  Obligation  During  Year 

Less:   Expenditures 

Superintendent  of  Public  Instruction 

Local  Assistance 
Warm  Springs  State  Hospital 
Prior  Year  Adjustments 

Total  Obligations  Incurred 

Unencumbered  Balance,  End  of  Year 
Unappropriated,  End  of  Year 


6,069,404 

-0- 
6,509,553 


3,500,000 

2,999,379 

9,556 

6,508,935 

618 


Available  Funds,  End  of  Year 


618 


STATE  OF  MONTANA 

STATEMENT  OF  REVENUE,  APPROPRIATIONS,  EXPENDITURES  AND  BALANCES 

REVENUE  SHARING  CAPITAL  CONSTRUCTION  FUND 

FISCAL  YEAR  ENDED  June  30,  1976 

ACCOUNTING  ENTITY  4601 


Available  fund.  Beginning  of  Year: 

Unappropriated  $   330,344 

Unencumbered  Appropriations  4,055,661 

Total  4.386,005 

Add  Revenue: 

Entitlement  Payments  1,964,324 

Interest  146,116 

Total  6,496,445 

Less  Unappropriated,  End  of  Year  -0- 

Available  for  Obligation  During  Year  6,496,445 

Less  Expenditures  3,791,380 

Unencumbered  Balance,  Year  End  2,705,065 

Unappropriated  funds.  Year  End  -0- 

Available  funds,  End  of  Year  $2,705,065 
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GENERAL  SERVICES 

STATEMENT  OF  CHANGES  IN  FUND  BALANCE 

GENERAL  FUND.  FEDERAL  AND  PRIVATE  REVENUE  FUND  AND  REVOLVING  FUND 

Fiscal  Year  Ended  June  30,  1976 

General    Federal  and  Private    Revolving 


Fund 


Revenue  Fund  Fund 


Fund  Balance  June  30,  1975 


-0-  $  -0-  $217,019 


Additions: 

Appropriations  604,101         150,200 

Appropriations-Capital 

Outlay 
Revenue  and  Income 
Prior  Year  Expenditure 
Adjustment 
Total  Beginning  Balance 
and  Additions 

Deductions: 
Expenditures 
Withdrawals 
Prior  Year  Revenue 

Adjustment 
Reserve  for  Continuing 

Appropriations 
Revenue  Transferred  to 

Consolidated  Entity 
Total  Deductions 

Fund  Balance  June  30,  1976 


216,500 
9,331 

729,079 
4,693 

604,101 

376,031 

950,791 

604,101 

201,200 

740,649 

(922) 

109 

165,500 

10,253 
376,031 

604,101 

740,758 

$  -0- 

$  -0- 

$210,033 

DATA  PROCESSING  DIVISION 

STATEMENT  OF  CHANGES  IN  FUND  BALANCE 

REVOLVING  FUND 

Fiscal  Year  Ended  June  30,  1976 


Fund  Balance  June  30,  1975  $   708,182 

Additions: 

Revenue  and  Income  2,476,733 

Prior  Year  Expenditure  Adjustment  6,678 

Total  Beginning  Balance 

and  Additions  3,191.593 

Deductions: 

Withdrawals  2,417,944 

Prior  Year  Revenue  Adjustment  792 

Total  Deductions  2,418,736 

Fund  Balance  June  30,  1976  $  772,857 
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DEPARTMENT  OF  ADMINISTRATION 

Notes  to  Financial  Statements 
Fiscal  Year  Ended  June  30,  1976 

1.    SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  preceding  financial  statements  were  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  and  include  only  the  financial  activity 
of  the  divisions  of  the  Department  of  Administration  during  fiscal  year 
1975-76  and  the  Workers'  Compensation  Court.   Other  agencies  attached  to 
the  department  for  administrative  purposes  are  not  included  in  the 
financial  statements. 

The  state  of  Montana  utilizes  the  modified  accrual  basis  of  account- 
ing. Modified  accrual  is  defined  as  "that  method  of  accounting  in  which 
expenditures  are  recorded  on  the  basis  of  valid  obligations  and  revenues 
are  recorded  when  received  in  cash.   At  the  end  of  a  fiscal  year,  all 
valid  obligations  against  an  appropriation  are  to  be  accrued  as  expendi- 
tures as  provided  by  law."   (Montana  Administrative  Manual  2-0240.40) 
2.    INVESTMENTS 

Investments  are  presented  at  cost.   Investment  earnings  are  presented 
on  the  cash  basis,  where  only  income  received  to  June  30,  1976  is  recorded, 
The  Board  of  Investments  publishes  a  separate  report  of  all  investments 
and  investment  earnings.   The  reporting  of  investment  earnings  on  a  cash 
basis  does  not  significantly  affect  reported  investment  income  earnings 
for  the  Department  of  Administration. 
3.    VACATION  AND  SICK  PAY 

Liabilities  incurred  because  of  employees'  unused  vacation  and  sick 
pay  are  not  recorded.   The  related  expenditures  are  recorded  when  paid. 
Permanent  employees  are  allowed  to  accumulate  and  carry  over  into  a  new 
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calendar  year  a  maximum  of  two  times  their  annual  accumulation  of  vacation. 
Upon  termination,  qualifying  permanent  employees  having  unused  accumulated 
vacation  and  sick  leave  receive  payment  for  vacation  on  a  100  percent 
basis  and  sick  leave  on  a  25  percent  basis.   The  amount  of  the  liability 
associated  with  unused,  accumulated  vacation  and  sick  leave  at  June  30, 
1976  is  maintained  on  an  hourly  basis  rather  than  by  dollar  amount.   The 
monetary  liability  is  not  calculated  until  an  employee  terminates. 

4.  NO  PROGRAM  EXPENDITURES 

Appropriations  for  fiscal  year  1975-76  were  made  on  a  program 
basis.   The  Department  of  Administration  performs  certain  functions  and 
makes  certain  expenditures  which  do  not  require  legislative  appropriation 
by  program  since  they  are  authorized  by  statute.   During  fiscal  year 
1975-76  "No  Program"  expenditures  Included  $13,512,425  from  the  sinking 
fund  to  the  general  fund  as  provided  for  in  Title  79,  Chapter  22,  R.C.M. 
1947;  $3,486,282  for  payment  of  bond,  interest  and  service  charges  for 
long-range  building  bonds;  $71,150  paid  to  other  agencies  or  divisions 
as  insurance  loss  reimbursements,  and  $4,464  transferred  out  of  the 
Federal  and  Private  Grant  Clearance  Account. 

5.  RETIREMENT  PLAN 

Employees  of  the  department  are  covered  by  the  Public  Employees' 
Retirement  System,  a  contributory  plan  under  which  the  state  contributes 
5.55  percent  of  an  employee's  gross  wages  and  the  employee  contributes 
6  percent  of  his  gross  wages  to  the  plan.   The  department  incurred 
pension  costs  of  $151,866  during  fiscal  year  1975-76.   The  state's 
policy  is  to  fund  accrued  pension  costs. 
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6.    REVENUE  SHARING 

The  Statements  of  Revenue,  Appropriations,  Expenditures  and  Balances 
for  Revenue  Sharing  Funds  and  Revenue  Sharing  Capital  Construction  funds 
are  prepared  in  accordance  with  the  requirements  set  forth  in  Audit 
Guide  and  Standards  for  Revenue  Sharing  Recipients  issued  by  the  Office 
of  Revenue  Sharing,  U.S.  Department  of  the  Treasury.   The  statements  do 
not  include  all  information  prescribed  by  generally  accepted  accounting 
principles.   Consequently,  the  statements  are  not  in  accordance  with 
generally  accepted  accounting  principles. 
7.    LONG-TERM  DEBT 

Montana  does  not  maintain  a  long-term  debt  group  of  accounts  as 
required  by  generally  accepted  accounting  principles.   The  Statement  of 
General  Obligation  and  Long-Range  Building  Program  Bonds  was  prepared 
from  memoranda  records  maintained  by  the  Department  of  Administration 
and  the  Office  of  the  State  Treasurer  and  is  not  in  a  format  prescribed 
by  generally  accepted  accounting  principles. 

This  statement  includes  only  that  state  debt  which  is  directly 
administered  by  the  department.   Total  state  debt  at  June  30,  1976  was 
$84,785,956  which  is  comprised  of  $7,400,000  Highway  Headquarters 
Building  and  Complex  General  Obligation  Bonds;  $23,960,000  Long-Range 
Limited  Obligation  Building  Bonds;  $1,232,756  State  Controller  and 
Unemployment  Compensation  Division  Building  Revenue  Bonds;  $18,700 
Charlo  Water  Supply  Project  Revenue  Bonds;  and  $52,174,500  in  university 
bond  issues.   State  debt  is  reported  in  the  financial  statements  of 
agencies  or  university  units  which  directly  administer  the  debt. 
8.    LONG-TERM  COMMITMENTS 

At  June  30,  1976  the  Department  of  Administration  leased  office  and 
storage  space  in  Helena  with  annual  rental  payments  of  $69,989.   In 
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addition,  attached-to  agencies  lease  space  with  annual  rental  payments 
of  $23,472.   Except  for  one  lease  which  expires  in  January  1978,  the 
department's  leases  all  expire  during  calendar  year  1977. 

The  Data  Processing  Division  entered  into  a  purchase  agreement  on 
November  1,  1975  for  the  purchase  of  an  IBM  370-158  computer.   The 
agreement  requires  monthly  payments  which  change  annually  and  continue 
through  October  31,  1980.   The  monthly  payments  range  from  $40,755  to 
$27,077. 

On  January  1,  1977  the  department  purchased  additional  core  storage 
for  the  computer.   The  agreement  requires  monthly  payments  which  change 
annually  and  continue  through  October  31,  1980.   The  monthly  payments 
range  from  $2,181  to  $1,581. 

At  June  30,  1976  the  department  had  a  total  outstanding  obligation 
of  $1,842,620  for  both  the  computer  and  additional  core  storage. 
9.    REVENUE.  INCOME.  EXPENDITURES,  WITHDRAWALS  AND  APPROPRIATIONS 

These  financial  statements  do  not  distinguish  between  revenue  and 
income  or  expenditures  and  withdrawals.   The  term  "revenue"  identifies 
prime  moneys  coming  into  the  treasury  fund  structure.   An  amount  received 
may  be  classified  as  revenue  only  once.   The  term  "income"  classifies 
those  receipts  by  a  fund  which  are  used  to  finance  government  operations, 
but  where  the  amount  has  been  previously  accounted  for  as  revenue  in 
another  fund.   The  term  "expenditures"  identifies  prime  costs,  and  a 
disbursement  can  be  classified  as  an  expenditure  only  once.   Withdrawals 
identify  costs  where  the  disbursement  has  already  been  accounted  for  as 
an  expenditure.   For  example,  the  Passenger  Tramway  Program  collects 
licensing  and  inspection  fees  from  ski  areas  in  the  state.   When  this 
money  is  deposited  into  an  Earmarked  Revenue  Account,  it  is  classified 
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as  revenue.   When  the  Passenger  Tramway  Program  pays  a  telephone  bill  to 
the  Communications  Division,  the  disbursement  is  classified  as  an 
expenditure.   When  the  Communications  Division  receives  the  money,  it 
classifies  the  receipt  as  income,  and  when  the  division  makes  a  payment, 
it  is  classified  as  a  withdrawal. 

Accounting  entities  established  in  the  state's  accounting  system 
allow  input  by  more  than  one  agency.   The  Department  of  Administration 
acts  as  administering  agency  for  certain  of  these  accounting  entities. 
At  the  end  of  the  year,  certain  agencies  close  their  financial  activity 
to  the  administering  agency's  portion  of  the  entity.   The  accompanying 
financial  statements  include  only  the  Department  of  Administration's 
financial  activity  for  accounting  entities  of  this  type. 

The  statement  of  changes  in  fund  balances  presents  appropriations 
for  these  individual  entities  only,  as  opposed  to  presenting  cash  and 
fund  balances  which  do  not  entirely  result  from  the  department's  acti- 
vities.  Because  only  a  few  of  the  entities'  appropriations  are  reported 
on  the  statement  of  changes  in  fund  balance,  appropriations  shown  on 
this  statement  do  not  correspond  to  those  shown  on  the  statement  of 
expenditures  compared  to  appropriations. 
10.   CONTINGENCIES 

The  following  is  a  current  list  of  pending  litigation  against  the 
Department  of  Administration.   Costs  to  the  department,  if  any,  from 
these  claims  cannot  be  determined. 

C.  W.  Schmid,  Inc.  v.  State  of  Montana  for  $185,000  actual  damages 
p^lu7  lost  profits  on  other  enterprises. 

Leighland  Company  v.  State  of  Montana  for  $350,000  plus  an  unspeci- 
fied amount  for  contract  damages. 
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Western  Sign  v.  Department  of  Administration,  Department  of  Highwayg 
and  Department  of  Community  Affairs  for  actual  damages  of  $496,750 
plus  interest  of  $45,250,  plus  miscellaneous  damages  of  $1,500, 
plus  $500,000  punitive  damages, 

11.   ACCRUED  INTEREST  ON  BONDS 

The  financial  statements  do  not  present  the  sinking  fund's  liability 

with  respect  to  accrued  interest  payable  on  bonds.   The  department  does 

not  maintain  records  for  accrued  interest;  however,  the  amount  of  accrued 

interest  at  June  30,  1976  is  not  material  to  the  fair  presentation  of 

sinking  fund  operations. 
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AGENCY  REPLIES 


DIKKCTOH'S  OFKU  E 

MITCHELL   HI  ILI)INU 

HKLENA.    MONTANA   r><)(>()l 


THOMAS  L.  JUDGE,  Gc 


October  20,  1977 


Mr.  Morris  L.  Brusett 
Legislative  Auditor 
State  Capitol 
Helena,  Montana  59601 

Dear  Morris : 


:;;i  ■:i! 


.::;::;? 


In  accordance  with  your  request  we  have  attached  the  Depart- 
ment of  Administration's  response  to  the  audit  report  recommendations 
developed  during  the  examination  of  the  Department's  records  for  the 
fiscal  year  ended  June  30,  1976. 

We  appreciated  the  opportunity  of  being  able  to  respond  to 
your  comments  and  recommendations. 

Sincerely, 


Jack  C.  Grosser 


JCC:ds:dr 


STATE  OF  MONTANA 
DEPARTMENT  OF  ADMINISTRATION 


RESPONSE  TO  THE  LEGISLATIVE  AUDITOR'S 
REPORT  ON  EXAMINATION  OF  FINANCIAL  STATEMENTS 
FOR 
THE  FISCAL  YEAR  ENDED  JUNE  30,  1976. 


OCTOBER  20,  1977 
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DEPARTMENT  OF  ADMINISTRATION 

AUDIT  RESPONSE 

1975-1976 

Montana  financial  Rdpofutd  •■ 

Page.  6.     We  f12.aomme.nd  tkat  tkz  ddpaJitmznt: 

J.     ImplzmnYvt  pK-OctduAQj)  to  pAov-ldt  agency  {financial  6tatc- 
mzYitJi)  on  an  annuaZ  boA-ii  In  accon.dance  mXh  guneAalZy  accepted  accounting 
pnlncipZu . 

2.     P/tepo/Le  a  plan  ^OA.  achieving  the  depofUrmyvt' ^  objzctlvz 
oi  pfieJ>entLng  ^tatewidz  {financial  ^taZemeyvte  In  accordance  u)Hk  ge.neAaiZy 
accepte.d  accounting  pnlnclple^ . 

Response: 

S 

1.  We  concur  with  reservations,   A  special  computer  generated 
report  can  be  prepared  to  accumulate  financial  information  by  agency 

if  really  needed.   However,  we  have  serious  reservations  as  to  the 
general  usefullness  of  this  information.   No  State  agency,  other  than 
the  Legislative  Auditor,  has  ever  asked  for  an  "agency  report"  in 
the  five  years  SBAS  has  been  in  operation,  and  no  one  has  requested  such 
a  report  during  the  current  SBAS  upgrade  project  even  after  being  asked 
to  make  specific  suggestions  for  modification. 

The  Legislative  Budget  Committees,  budget  analysts  and 
program  managers  normally  review  and  control   agency  operations  at  the 
program  and  appropriation  level  and  not  at  the  total  agency  level.   For 
example,  total  disbursements  for  the  Department  of  Administration  are 
meaningless  and  misleading  figures.   Total  disbursements  would  include 
capital  construction  costs,  statewide  telephone  costs  which  are  charged 
back  to  the  various  users,  investment  purchases  and  sales,  and  social 
security  taxes  received  from  local  governments  prior  to  being  forwarded 
to  the  Federal  government.   These  disbursements  can  only  be  properly 
understood  and  evaluated  when  analyzed  at  the  program  level.   Never- 
the-less,  we  will  continue  our  efforts  to  improve  the  State's  Annual 
Financial  Report  to  make  it  more  useful  and  meaningful. 

2.  We  concur.   The  Current  SBAS  upgrade  project  will  help  us 
improve  the  department's  financial  statements.   As  resources  are  avail- 
able modifications  will  be  made  to  the  Department's  Annual  Report  in 
an  effort  to  more  fully  comply  with  generally  accepted  accounting 
principles  and  Montana  Statutes. 

Hanagejnent  Re.pofiti>  •• 

Page  7.     We  re.commend  that  the.  depoAtment  detenmlne  the  type^ 
o{j  KepohtA  needed  on  a  monthly  baiti  to  manage  agencies'    {financial 
opeAxxtion6  and  pfitpajie.  and  dtstAlbute  the^e.  fizpont^  to  all  agencies. 
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Department  of  Administration 
Audit  Response 
Page  2 

Response: 

We   concur.      The  on-going   SBAS  upgrade  project    is   addressing 
the  question  of  management   reports   and  making  provision   for   agencies   to 
develop  reports  by   responsibility   center.      These   reports   should   sub- 
stantially satisfy   the   financial   information  requirements   of  management. 

Und2A^tanciing  SBAS: 

Pagz  10.     (iJe.  xzcomtmnd  that  the.  dzpcuitment: 

1 .     Upgrade,  the.  continuing  zduccution  pfioQn.am  to  tnctade.  SBAS 
and  accounting  update  couueJ>  iofi  &tate.  (mptoyze^  Mho  have  agency 
{^ijtcjil  KeA>ponAlbiLctie^ . 

1.     Continue  the  on-hiXe.  accounting  aM,i^tance  pfLognam  {^ofi 
QveAy  agzncij  to  cmuAe  that  agencies'  accouviting  nezd6  and  pn.oblejm6 
a/LC  adSieM>e.d. 

Response: 

1.  We  concur.   We  will  work  with  the  Personnel  Division's 
Training  Unit  to  determine  the  feasibility  of  incorporating  SBAS  courses 
into  their  training  schedule.   However,  we  have  found  that  on-site 
training  and  assistance  to  be  more  productive  for  program  managers  and 
supervisory  personnel. 

2.  We  concur.   This  program  should  remain  on  a  voluntary 
basis  if  it  is  to  be  a  success.   The  Legislative  Auditor  can  pay  an 
important  role  by  recommending  on-site  assistance  for  those  agencies 
that  he  finds  needing  help. 

PEPARTMEMTAL  ACCOUMTWG   AW  REPORTING     -   ,^   . 

kppfiopfLiation  ContAoZ: 

Page.  13.     We  Me.comme.nd  that  the  depoAtrmnt  Impose  i,txict 
documentation  6tandaAd6   ^ofi  alZ  jouAnaZ  voucheA^. 

Response: 

We  concur.    Documentation  standards  will  be  strengthened. 

Vexdonnel  ¥lZej>  •• 

Page  13.     We  H.ecommend  that  the  depantment  document  att 
paijKott  changes  -in  the  employees'  peAAonneZ  {^iZe^t. . 
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Department  of  Administration 
Audit  Response 
Page  3 

Response: 

We   concur.      Procedures  were   implemented   last  year   to   ensure 
that   the   files  were  properly  documented.      It   appears   that   signatures 
on  enrollment  documents  were  accepted  as   justification   for   deductions 
and   that  duplicate   copies  were  not   always  placed  in   the  personnel   file. 

Emptoyzd  Leaue: 

Page,  15.     Wz  fincommdnd  that  the.  de.paJUxne.nt: 

J.     PeJiodlcaZly  fie.v-ieM3  e.mploye.e.  Lexive  fiecon.di>  ^ofi 
compleJ:e.neM>  and  mathe.matlcal  accuAaaj. 

1.     L-imit  vacxLtion  coAAijoveA  In  accofidanco.  nuXh  \. 

Station  59-1002,   R.C.M.    1947. 

3.     Comply  uuXh  Manage.me.nt  Memo   1-75-17A  tn 
fie.cion.dLing  compe.n6aton.y  tune,. 

Response: 

1.  We  concur.   The  Department  of  Administration. is  currently 
engaged  in  a  project  to  revise  the  central  payroll  system  which  would 
automate  the  leave  accounting  part  of  the  payroll  system.   This  will 
improve  the  internal  controls  over  leave  accounting.   Untill   this 
change  is  implemented,  periodic  reviews  of  the  records  will  be 
conducted. 

2.  We  concur.   A  periodic  report  of  leave  balances  detected 
the  carry  over  error  about  the  same  time  the  auditor  found  the  error. 
The  error  has  been  corrected. 

3.  We  concur.   At  the  time  Management  Memo  1-75-17A  was 
finalized,  the  Department  of  Administration  initiated  the  prescribed 
reporting  procedures. 

Vayfioll  CaA>t  Allocation: 

Page  16.     We  fiecommznd  that  the,  de.paAtme.nt  allocate,  employee 
^aLajvieJi  to  the  pAogfiajm  oA  age.ncy  ioA  which  the.  i>eA.\}lcz  oAe  peA^onmed. 

Response: 

We  concur  with  reservations.   The  Renewable  Resources  Program 
was  a  new  program  assigned  to  the  Director's  Office.   The  time  devoted 
to  the  program  by  the  Director's  Office  regular  staff  was  not  charged 
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Department  of  Administration 
Audit  Response 
Page  4 

to  the  program.   The  1977  Legislature  assigned  the  staff  of  the  Board  of 
Examiners  to  the  Director's  Office.   Duties  will  be  assigned  to  make 
the  best  use  of  the  resources  available.   It  does  not  appear  practical 
to  develop  precise  program  cost  records  for  this  type  of  combined 
programs. 

The  two  employees  assigned  to  the  Governor's  Mansion  were 
specifically  added  to  the  General  Services  Program  for  this  purpose 
by  the  Senate  Finance  and  Claims  Committee  during  the  1975  Session 
of  the  Legislature.   We  will  recommend  the  transfer  of  these  positions 
to  the  Governor's  Mansion  during  the  next  budget  presentation. 

Expe.ncUJ:aA.e^  : 

Page.  18.     We.  ^^comrmnd  that  the,  de.paAtme,nt: 

/.     V.zquuAz  appA.opfu.atz  MfUttzn.  appfioval  o^  alt  -invo-iceA 
bziofiz  paymznt. 

2.     RzquAAz  ofu.Qi.naZ  tnvotcu   ion.  paymznt  iA)kzn  pnaztlzabtz 
and  dozumznt  fizoAOYUi  ion.  acczptlng  tnvotcz6  otkzn.  than  thz  onyigtnalA. 

Response: 

1.  We  concur.   The  Department's  standard  operating  procedures 
require  division  administrators  to  approve  all  invoices  before  payment 
is  authorized  by  the  Director's  Office.   Periodic  checks  will  be  made 

to  ensure  compliance. 

2.  We  concur  with  reservations.   Some  vendors  refuse  to 
submit  original  invoices  and  others  only  bill  for  their  services  on 
statement  of  account  forms.   It  is  not  practical  to  establish  formal 
documentation  procedures  for  use  everytime  we  do  not  receive  an 
original  invoice.   We  will  periodically  review  our  procedures  to 
help  avoid  making  erroneous  payments. 

UtiZlty  Paymznt^  ■ 

Pagz   J 9.  We  n.zcommznd  that  thz  dzpantmznt: 

1.  RzvtzM  atltity  bWU>  on  a  tz6t  ba^u>  ion.  pn.opzn 
nRtz6  and  (Uagz. 

2.  Sappty  zack  agzncy  wtth  dztaiZzd  monthly  tiMtlngi> 
oi  toJizphonz  and  zqaipmznt  zhangz^   ion  vznl  it  cation. 
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Response: 

1.  We  concur.   Current  rate  schedules  have  been  obtained 
and  a  new  rate  review  procedure  has  been  initiated. 

2.  We  concur  with  reservations.   Funds  to  implement  this 
recommendation  were  requested  by  the  Communications  Division.  While 
specific  additional  funds  were  not  allowed  for  this  project,  the 
division  believes  it  can  implement  at  least  part  of  the  recommendation 
within  the  current  operating  budget  and  current  fiscal  year. 

Th£ini>po station  and  ExXAcuLLtion  o{,  VnAMond/tb  • 

Page,   27.  We  ^e.comm2.nd  that  tkt  de.paAtm2.nt: 

v 

'  /.     CZafic{,y  -Lti,  authority  to  pay  tkz  travel  (Lx.p2.ni>u 
0^  ihzfvilii,  tnxini,po>vtinQ  pfhUonoAA  to  tko,  6 tote,  pfvUon. 

2.  Cax^iuJUiy  fizvlm  alt  cloAjni,   {^ofi  the.  tAan^po station 
and  txtAadiZion  Ofj  pnAAoneA^. 

3.  Ceoie  paying  {^on.  additional  guoAdi,  zxctpt  whtn  i,pzciil- 
CjoLly  autkonlznd  In  zxtAadlXlon  pfiocztdlngi, . 

4.  Vl^zctty  KoJjmbuAAz  counties   iofi  i>hQAli{^i,'  tAaveZ 
e.xptn^  ei . 

Response: 

1.  We  concur  with  reservations.   Section  16-2723,  R.C.M.  1947 
and  the  Appropriation  Act  requires  the  Department  of  Administration  to 
pay  for  the  transportation  of  prisoners  to  the  State  Prison;   however, 
legislation  will  be  drafted  to  clarify  the  statutes. 

2.  We  concur.   Sheriffs'  Travel  Claims  are  carefully 
reviewed  and  audited  before  payment  is  approved.   The  $95.00  referred 
to  in  the  audit  report  was  not  our  overpayment  but  resulted  from 

a  refund  received  by  the  Sheriff  from  the  airline.   We  are  trying  to 
get  reimbursement  from  the  Sheriff. 

3.  We  concur.   Based  on  legal  advise  additional  guards 
have  not  been  paid  since  September  13,  1976. 

4.  We  do  not  concur.   Section  16-2723  requires  the  depart- 
ment to  reimburse  the  sheriffs  and  not  the  county;   however,  study 
will  be  given  to  determine  if  legislation  is  desirable. 
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Coik: 

Page.  23.     We  fizcommznd  that  the.  dzpoAtmunt: 

1.     CofifizcX  Mzaknz&szA  In  the.  cjuh  fieceA.pt  pfioceduJie^. 

1.     Cancel,  duplicate.  State  MaAAaivts  a6  ■soon  a6  poi>i,tble. 

Response: 

1.  We  concur.   Action  has  been  taken   to  strengthen  the  internal 
controls  over  cash  receipts. 

2.  We  concur. 

lni>uJiance  -  Policy  Listing: 

Page  26.     We.  fi^commcnd  that  the.  dzpoAttnent  pxepane.  a 
^ummoAy  ta>tlng  Oj$  alZ  In&uAance.  coveAage.  ion.  the  6tate  oi  Montana  to 
pfiovlde  a  mejxm,  o{j  evaZuatxng  the  ■state'.s  in^uAance  coveAage.. 

Response: 

We  concur  with  reservations.   All  of  the  State's  policies 
are  evaluated  upon  renewal  or  expiration.   This  is  especially  true 
now  because  all  policies  are  being  reviewed  as  we  begin  implementing 
the  State's  new  self-insurance  program.   An  insurance  policy  itself 
is  no  more  than  a  summary  of  its  coverage,  exclusions,  declarations,  and 
representations.   While  a  summary  may  be  of  some  value  to  a  newcomer, 
it  is  not  necessary  for  personnel  in  the  office.   All  policies  affect- 
ing large  numbers  of  State  employees,  such  as  the  comprehensive  general 
liability,  comprehensive  auto  liability,  personal  injury  liability,  and 
errors  and  omissions,  were  summarized  by  management  memos  for  the 
past  three  years,  and  actual  copies  of  those  policies  were  furnished 
agencies  for  the  1976-1977  fiscal  year.   It  has  been  our  experience 
that  numerous  problems  arise  when  novices  attempt  to  evaluate  policy 
coverage  and  exclusions.   An  inventory  listing  of  policies  has  been 
prepared  for  internal  use. 

ln6uAance  -  Bookkeeping: 

Page  16.     We  fiecommend  that  the  depoAXment  promptly  depo&it 
insuAance  fieimbuAiement  checks. 

Response: 

We  concur.   The  problem  described  in  the  audit  report  happened 
during  the  adjustment  of  the  hail  and  windstorm  losses  that  occurred  in 
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Helena  and  the  Deer  Lodge  area  in  the  summer  of  1975.   Five  separate 
carriers  pool  losses  under  this  policy  and  each  carrier  considered 
each  building  damaged  by  a  storm  as  a  separate  loss  rather  than 
combining  all  buildings  into  a  single  loss.   Therefore,  each  of  the 
five  companies  was  issuing  fifteen  to  twenty  checks  on  buildings  in 
the  Helena  area  at  differing  times.   These  checks  were  being  held  by 
the  insurance  agents  association  representative  until  delivered  to 
our  office  for  payment  on  a  single  "loss."   Many  of  these  checks  were 
issued  thirty  days  or  more  prior  to  our  receipt  of  them.   All  checks 
are  delivered  to  the  accounting  office  within  48  hours  of  receipt  by 
this  office.   A  ledger  is  kept  for  each  policy  recording  the  receipt  c 
all  checks  from  all  carriers  covering  a  loss.   The  ledger  notes  the 
claim  number,  location  of  loss,  time  of  loss,  amount  of  loss, 
deductibles,  check  number,  and  date  received. 

Sick  Ltavz  IxcZuJi-ion^  •• 

Vaga  28.     We  fizcomrmnd  that  tkz  dtpattimnt  itadif  tha 
pfiocdduAU,  fidqiuJitd  to  zxclu-dd  i>lck  pay   j^oA.  FICA  and  VUTk  taxu  and, 
li  ju^tiilzd,  pftzpoAd  pfLopnoiiOd  IzQAji lotion. 

Response: 

We   concur.      We  will  again  review  the   law  and   regulations 
but  we  have  doubts  whether  legislation   is  justified. 

Accounti,  RdcdivabZe.: 

Page.  28.     We.  n.e,comrmnd  that  thu  ddpoAtrntnt: 

] .     CoftAtct  all  QAAou  In  accounts  ^zcelvablz  on  a  tAjneZy 
ba^t6. 

1.     l>wyii,iii>t  uncollected  ficcelvablej,  to  thz  VepaJvtment  oi 
Revenae,  ion.  colle.cXl.on. 

Response: 

1.  We  concur. 

2.  We  concur. 

VlaYit,   Vfiopexty  and  Equipment: 

Page  29.     We  recommend  that  the  depa/itment  comply  wWi 
Management  Memo   70-17  and  eJ>tabla>h  adequate  pKopeAty  accountability. 
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Response: 

We   concur. 

ObitotiZd  Eqiu.\3me.nt: 

Page.  30.     We  fL2.comtm.nd  that  tkz  de.paAtme.nt  dispone  ojj  tdZe. 
e.qulpment  In  accordance  uiltk  Section  S2-1914,   R.CM.    1947. 

Response: 

We   concur. 

Capttoi.  Complex  land: 

Page  32.     We  recommend  that  the  VepoAtment  o{^  Admtnu>tA.atton 
In  conjunction  uxith  the  SecretoAy  o^  State  and  the  VepoAtment  o{i  State 
Land6,  6tudy  the  iea^tbttity  oi  centraLiztng  the  oioneuhlp  recofidi  oi 
■itate  landi,  iMXh  the  VepoAtment  o{i  State  Landi  and,  -i{,  appropAtate, 
■i>eek  leg-Ulatton  to  that  eHecX. 

Response: 

We  concur.   There  is  a  need  for  centralizing  the  State's 
land  records  if  feasible. 

Inventory: 

Page  33.     We  recommend  that  the  department  e^tabLiih  phyi>i.cat 
and  accounting  controti,  over  Inventory  oi  6upptie&  used  in  enZerpfU&e 
operation^. 

Response: 

We   concur  with  reservations.      See   comments   relating   to   the 
recommendation  on  page   35. 

IntragovernmentaJL  Servtcei>  Accounts: 

Page  35,     We  recommend  that  the  depahtment  develop  a  iiyi>tem 
to  properly  account  ior  Intergovernmental  service  {^unds. 

Response: 

We  concur  with  reservations.   This  recommendation  cannot  be 
implemented  without  the  full  understanding  and  concurrence  of  the 
Legislature,  Legislative  Fiscal  Analysts  and  the  Office  of  the  Budget 
and  Program  Planning.   This  recommendation  will  have  a  significant 
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impact  on  the  way  future  budgets  and  expenditures  are  handled. 
Expenditures  will  no  longer  be  budgeted  and  reviewed  by  the  Legislature 
as   in  times  past.   Merchandise  will  be  charged  through  a  cost  of  goods, 
sold  account. 

In  addition  agencies  should  be  allowed  to  accumulate  cash 
reserves  equal  to  depreciation  charges  for  future  equipment  replace- 
ments.  If  so,  equipment  purchases  will  probably  not  be  budgeted  and 
controlled  as  is  currently  done.   The  Legislature  could  appropriate 
and  provide  funds  for  equipment  replacement  on  a  case  by  case  basis,  but 
this  is  not  a  satisfactory  or  proper  way  to  handle  a  self-supporting 
operation. 

V 

Page.  36.     We.  fizcomrmnd  that  tht  dzpoAJ^mnt  Kevlm  fitvolvlnQ 
^mnd  choJiQZ^  and  ca^k  balance,   and  -reduce  th(m  whdJit  tkzy  axz  excei^^ve. 

Response: 

We  concur  with  reservations.   It  is  not  feasible  to  establish 
overall  standards  for  all  revolving  funds,  because  each  fund  is  controlled 
by  different  circumstances.   Good  business  practice  mandates  that  program 
managers  retain  adequate  cash  reserves  in  order  to  properly  respond 
to  unexpected  contingencies. 

Comments  relative  to  the  specific  revolving  funds  referred 
to  in  the  report  follow: 

Data  Processing  -  We  have  historically  tried  to  maintain  a 
cash  balance  equal  to  about  three  month's  operating  requirements.   The 
1977  Legislature  reduced  this  to  a  45  day  balance.   We  are  now  facing 
serious  cash  flow  problems. 

General  Services  -  The  1977  Legislature  approved  a  new  formula 
for  charging  agencies  for  rent,  maintenance  and  security.   It  will  take 
this  biennium  before  we  can  fully  evaluate  what  affect  the  new  formula 
will  have  on  the  cash  balance. 

Construction  Bureau  -  Legal  action  is  pending  on  several 
construction  contracts.   The  cash  reserves  are  being  retained  to  properly 
defend  the  State  in  this  litigation  if  required. 

Sinking  fund  CaA>k- 

Page.  38.     We  ^le-comnend  that  the  depoAtment  tAan^^eA  all  e.xceJ>6 
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colZzdtlonii   ifwm  tko,  long  fiangz  building  -i-inking   {^und  to  tkz  gQ,n(iAaJi 
{iUnd  QXich  ytaji. 

Response: 

We  concur  with  reservations.   The  retention  or  disposal  of 
the  reserves  was  considered  during  the  1977  Session  of  the  Legislature. 
The  following  flow-over  schedule  was  agreed  upon  to  meet  an  unanticipated 
funding  requirement  faced  by  the  Legislature. 

FY  1978  -   $3,281,336 
FY  1979  -   $1,318,000 

The  savings  potential  to  be  realized  by  issuing  a  series  of 
refunding  bonds  has  been  greatly  deminished  by  U.S.  Treasury  Department 
regulations  issued  in  1976.   Montana  Bonds  have  attained  a  strong 
position  in  the  current  market  and  discounts  for  early  redemption  have 
declined  considerable.   By  1982  the  annual  debt  service  requirements 
will  be  reduced  to  approximately  $1,100,000  or  about  33  percent  of 
current  debt  service  requirements.   For  these  reasons,  the  Department 
of  Administration  has  concurred  in  the  above  flow-over  schedule. 
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SECRETARY  OF  STATE 


FRANK  MURRAY 

SECRETARY  OF  STATE 


LEONARD  C.  LARSON 

CHIEF  DEPUTY 


HELENA,  MONTANA  59601 


October  18,  1977 


Ellen  J.  Feaver,  Deputy  Legislative  Auditor 

Office  of  the  Legislative  Auditor 

Capitol 

Helena,  Montana   59601 

Dear  Ms.  Feaver: 


f.".vi.rAuH 


ii.c  A»*ui»Oft 


I  return  the  two  copies  of  the  discussion  draft  of  the  proposed  audit 
report  on  state  lands  in  the  capitol  complex,  presented  for  comment 
by  your  letters  of  October  5,  and  October  12,  1977. 

The  Secretary  of  State  has  a  duty  and  general  responsibility  under 
Section  82-2202,  R.C.M. ,  to  record  conveyances  to  the  state.   Under 
this  responsibility  the  Secretary  of  State  has  recorded  and  maintained 
deeds  and  conveyances  to  state  lands,  and  related  abstracts,  since 
territorial  times. 

The  record  keeping  function  of  the  Secretary  of  State  is  essentially 
passive  in  nature  in  that  his  office  has  no  authority  to  require  the 
tender  of  conveyances  for  recording.   The  Secretary  of  State  has 
therefore  relied  on  the  general  law  and  customary  practice  for  accepting 
and  recording  conveyances  tendered  to  his  office. 

It  is  my  feeling  that  legislation  dealing  with  the  subject  of  your 
report  would  be  appropriate.   My  office  would  cooperate  with  the 
Department  of  Administration  in  the  study  recommended  in  your  report. 


Very  truly  yours, 

\     Frank  Nyrray 

'  Secretary  of  State 
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FM/pbl 
End. 
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DEPARTMENT   OF   STATE   LANDS 


HELENA  59601 


(406)    449-2074 


October  19,  1977 


Ellen  J.  Feaver  .  /,(,.:■   . 

Deputy  Legislative  Auditor 

Office  of  the  Legislative  Auditor  ...,.» 

State  Capitol 
Helena,  MT  59601 

Dear  Ellen: 

I  am  in  receipt  of  your  October  12,  1977  letter  regarding  the 
capitol  complex  land.  As  I  stated  to  the  Audit  Committee  during  the 
last  session,  I  am  very  concerned  about  the  records  involving  land  owned 
by  the  state  of  Montana.  My  concern  does  not  relate  to  the  school  trust 
land  administered  by  this  agency  but  rather  my  concern  centers  around 
those  lands  acquired  by  other  state  agencies,  either  by  gift  or  purchase. 

Your  recommendation  concludes  that  a  study  is  necessary  regarding 
the  feasibility  of  centralizing  the  ownership  records  of  state  lands 
within  this  department.  The  department  will  be  glad  to  participate  in 
such  a  study  but  I  do  have  a  few  comments  which  may  assist  in  the 
matter.  Your  report  only  relates  to  the  Department  of  Administration 
and  the  Office  of  Secretary  of  State.  I  believe  the  records  problem 
could  be  more  complex  than  is  anticipated.  There  are  several  other 
agencies  which  have  in  the  past  acquired  title  to  various  pieces  of 
property.  For  example,  the  Department  of  Revenue  occasionally  receives 
title  to  property  and  the  Department  of  Fish  and  Game  has  been  involved 
in  purchases  of  large  parcels  of  land.  Recent  Attorney  General  opinions 
have  concluded  that  prior  to  a  disposition  of  state  owned  lands  the 
Board  of  Land  Commissioners  must  review  and  approve  such  transactions. 
That  places  the  department  and  the  Board  in  the  position  of  making  land 
use  decisions  on  lands  not  subject  to  the  administration  of  the  department 
or  the  Board.  The  scope  of  the  study  should  therefore  be  expanded  to 
include  the  statutory  responsibilities  of  the  land  acquisition  agencies 
to  insure  that  those  agencies  which  have  the  ability  to  acquire  and 
manage  lands  also  have  the  ability  to  lease  or  dispose  of  those  lands 
subject  to  proper  statutory  provisions.  In  other  words,  the  records 
could  be  centralized  but  the  authority  for  administering  and  disposing 
of  the  lands  should  rest  with  the  individual  agencies  responsible  for 
the  land. 

If  you  have  any  further  questions  or  if  I  can  be  of  further  assistance 
to  you,  please  do  not  hesitate  to  contact  me. 


Commissioner 
State  Lends    -73- 
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